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WEDNESDAY,    SEPTEMBER    17,    1975 

House  of  Representatives, 
Subcommittee  on  Fiscal  Affairs, 
Committee  on  the  District  of  Columbia, 

Washington^  D.O. 
The  subcommittee  met,  pursuant  to  notice,  at  9:15  a.m.,  in  Room 
1310,  Longworth  House  Office  Building,  Representative  Thomas  M. 
Rees,  presiding. 

Present:  Representatives  Mazzoli,  Rees  and  Stnckey,  Delegate 
Fauntroy,  Representatives  Harris,  Gude,  Harsha,  McKinney,  and 
Whalen. 

Also  present :  Michael  Nevens,  subcommittee  counsel ;  and  Barbara 
Chaves,  subcommittee  minority  consultant ;  James  T.  Clark,  legislative 
counsel ;  and  Mark  Mathis,  minority  counsel. 

STATEMENT  OF  REPRESENTATIVE  THOMAS  M.  REES 

Mr.  Rees.  The  hearing  will  come  to  order.  I  am  substituting  for  Mr. 
Mazzoli,  who  will  be  here  in  about  an  hour.  Before  I  start  the  hearing, 
I  would  like  to  read  a  very  short  statement. 

Our  deliberations  today  will  set  a  precedent  for  the  future  relation- 
ship between  the  Congress  and  the  Government  of  the  District.  This 
new  government  must  be  allowed  to  legislate  without  congressional 
interference. 

The  role  of  Congress  is  to  determine  whether  the  city  acts  within 
the  confines  of  home  rule  and  only  the  residents  of  the  District  of  Co- 
lumbia should  pass  judgment  on  the  city's  policies  whether  they  vote 
to  retain  or  dismiss  their  elected  officials. 

A  powerful  group  of  professionals  has  raised  a  protest  against  the 
franchise  tax.  These  professionals  presently  pay  no  business  tax  while 
all  other  incorporated  businesses  have  paid  this  tax  since  1947.  The 
legal  argument  these  groups  use  has  already  been  ruled  against  by 
the  courts  and  the  only  objection  left  is  one  of  politics. 

Our  responsibility  today  is  not  to  decide  whether  the  tax  is  good  or 
bad  but  to  determine  if  the  city  acted  constitutionally  without  impact- 
ing the  Federal  interest.  If  we  ascertain  that  the  city  council  acted 
within  the  limits  of  home  rule,  then  we  must  support  the  city's  right 
to  levy  the  tax  and  vote  against  the  disapproving  resolution. 

I  would  like  to  recognize  my  good  friend,  the  Congressman  from 
Maryland,  Gilbert  Gude,  for  his  opening  statement. 
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STATEMENT  OF  REPRESENTATIVE  GILBERT  GUDE 

Mr.  GuDE.  Thank  you.  The  States  and  local  jurisdictions  of  the 
Washington  Metropolitan  area  have  had  to  face  the  same  urgent  prob- 
lems common  to  other  major  urban  areas. 

These  problems  include  transportation,  sewage  disposal,  housing, 
pollution,  and  health  care.  To  deal  with  these  problems  effectively,  the 
States  and  local  jurisdictions  in  the  metropolitan  area  have  recognized 
the  need  to  sublimate  their  own  parochial  concerns  in  favor  of  their 
common  problems,  interests  and  aspirations. 

Without  engaging  in  complete  cooperation,  these  metropolitan  prob- 
lems could  never  be  resolved.  The  most  prominent  example  of  the  met- 
ropolitan problem  that  demanded  a  metropolitan  solution  is  mass  tran- 
sit. The  metro  subway  system  could  never  have  been  started  without 
the  cooperation  of  the  State  and  local  jurisdictions  who  have  often 
sublimated  their  own  parochial  concerns  in  the  interest  of  the  subway 
system  as  a  whole. 

Besides  AVMATA,  other  forms  of  dealing  with  metropolitan  prob- 
lems include  the  Council  of  Governments  and  the  Metro  Caucus  which 
have  many  crucial  problems  confronting  them. 

Everyone  is  aware  of  the  cost  escalations  of  Metro  and  the  need  to 
find  funds  to  complete  the  subway.  I  have  completed  an  inspection  tour 
of  the  Potomac  during  which  I  was  confronted  with  the  problems  of 
cleaning  up  the  river.  The  increasing  number  of  pollution  alerts  this 
summer  dramatizes  the  need  for  cleaning  our  air. 

To  solve  these  and  other  problems,  the  States  and  local  jurisdictions 
in  our  area  must  maintain  the  excellent  spirit  of  cooperation  which 
has  been  fostered  to  date. 

The  structure  of  cooperation  that  presently  exists,  however,  is  the 
result  of  the  hard  efforts  of  many  people  to  sublimate  parochial  con- 
cerns to  the  welfare  of  the  metropolitan  area. 

Unfortunately,  the  structure  is  very  fragile  and  can  easily  be  upset 
by  short-sighted  parochial  actions  by  any  of  the  jurisdictions  in  our 
area.  Pitting  the  city  against  the  suburbs  or  the  local  jurisdictions  with 
one  State  against  the  local  jurisdictions  of  another  could  only  be  coun- 
terproductive and  impede  resolution  of  problems. 

H.R.  9471 

Therefore  it  is  incumbent  on  us  to  do  what  we  can  to  avoid  any  such 
divisiveness.  It  is  in  this  spirit  I  have  introduced  my  compromise  bill, 
H.R.  9471.  The  District  of  Columbia  Revenue  Act  of  1973  would  elimi- 
nate the  present  exception  for  unincorporated  business  tax  for  pro- 
fessionals and  the  others  who  earn  more  than  80  percent  of  their  in- 
come for  personal  services. 

Both  residents  and  nonresidents  would  have  to  pay  this  tax.  How- 
ever, residents  would-be  able  to  deduct  from  their  income  subject  to  the 
District's  personal  income  tax  that  portion  of  their  income  subject  to 
the  unincorporated  business  tax. 

Nonresidents  would  not  be  able  to  take  such  deduction  from  their  in- 
come subject  to  their  State's  personal  income  tax,  nor  could  they  ob- 
tain tax  credit.  For  nonresidents,  the  imposition  of  the  tax  would  be  a 
payment  of  a  new  tax  at  the  stiff  rate  of  5.4  percent  of  income  for  the 
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1975  taxable  year  and  approximately  4.05  percent  of  income  for  later 
taxable  yekrs.  . 

The  removfil  of  the  exemption  from  the  unincorporated  business  tax 
for  professionals  and  others  who  derive  more  than  60  percent  of  their 
income  from  personal  services  is  thus  subject  to  two  criticisms. 

First  the  rate  is  too  high.  Second  the  effective  discrimination  be- 
tween District  residents  and  nonresidents  is  inequitable  and  runs  afoul 
of  the  spirit  of  the  Home  Rule  Act  prohibitions  against  commuter 
taxes. 

To  do  so  is  to  exalt  form  over  substance  and  to  paraphrase  Shake- 
speare, 'that  which  we  call  a  commuter  tax  by  any  other  name  would 
still  violate  the  Home  Rule  Act. 

My  bill,  H.R.  9471,  would  alleviate  both  of  these  concerns  by  rais- 
ing the  deduction  allowed  as  an  adjustment  for  salaries  of  the  prin- 
cipals in  the  business  from  55  to  80  percent  and  by  repealing  the  provi- 
sions of  the  District  of  Columbia  tax  law  which  allows  residents  to 
deduct  from  their  income  subject  to  District  of  Columbia  income  tax 
that  portion  of  their  income  subject  to  the  unincorporated  business 
tax. 

My  compromise  bill  would  not  overturn  the  Council's  decision  to 
tax  professionals.  It  would  not  allow  the  council  to  violate  the  Home 
Rule  Act.  It  would  not  impose  an  exorbitant  tax  on  anyone.  It  would 
not  allow  either  residents  or  nonresidents  to  escape  the  payment  of 
their  fair  share  for  the  privilege  of  doing  business  in  the  District. 

It  would  bring  us  back  from  the  brink  of  a  fight  which  no  one  would 
win.  To  allow  this  fight  to  run  its  course  would  be  to  allow  the  possi- 
ble disintegration  of  the  structure  of  metropolitan  cooperation  which 
we  have  worked  so  hard  to  build  and  strengthen. 

In  view  of  the  Federal  interest  in  the  continuation  of  metropolitan 
cooperation,  this  committee  with  its  special  relationship  to  the  Dis- 
trict must  do  everything  it  can  to  avoid  such  an  occurrence. 

Thank  you  very  much  for  allowing  me  to  sit  with  the  committee  this 
mornins:. 

Mr.  Rees.  Thalik  you  very  much  for  an  excellent  statement.  I  would 
like  to  recognize  the  delegate  from  the  District  of  Columbia,  Walter 
Fauntroy. 

STATEMENT  OF  DELEGATE  WALTER  E.  EAUNTROY 

Mr.  Fauxtroy.  Thank  you,  Mr.  Chairman.  I  want  to  associate  my- 
self with  your  remarks  indicating  the  historic  significance  of  this 
hearing  in  setting  the  pace  for  the  future  relationships  between  the 
Congress  and  the  Home  Rule  Government  of  the  District  of  Columbia. 

It  is  my  view  that  this  new  government  must  be  allowed  to  legislate 
without  interference  from  the  Congress.  We  are  aware  that  this  hear- 
ing: will  deal  with  the  interest  generated  by  very  powerful  professional 
lobbyists  who  have  raised  questions  about  a  tax  which  has  been  paid 
bv  unincorporated  businesses  since  1947,  and  which,  in  the  well  con- 
sidered judgment  of  our  newly  elected  government,  needs  to  be  ex- 
tended to  professionals. 

I  appreciate  the  sharpness  with  which  you  have  focussed  on  the  fact 
that  our  responsibility  today  is  not  to  evaluate  whether  this  tax  is 
«-oorl  or  bad,  but  to  determine  if  the  city  acted  constitutionallv  within 
the  Home  Rule  Charter  without  conflicting  with  the  Federal  interest. 
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It  is  my  view  that  the  city  government  has  acted  within  those  limits 
and  we  in  Congress  must  support  the  city's  right  to  levy  this  tax. 

Mr.  Kees.  To  illusrate  how  courageous  my  view  is,  in  going  through 
this  material,  I  discovered  that  my  dentist  is  giving  a  statement  in  op- 
position. [Laughter.] 

Mr.  Fauntroy.  I  will  be  watching  your  teeth  for  the  next  2  years. 
[Laughter.] 

Mr.  Kees.  I  recognize  the  distinguished  Congressman  from  Con- 
necticut, Mr.  McKinney  for  a  statement. 

STATEMENT  OF  REPRESENTATIVE  STEWART  B.  McKINNEY 

Mr.  McKinney.  Mr.  Chairman,  as  a  long-time  supporter  of  Home 
Kule  I  regret  to  find  myself  opposing  an  action  of  the  District  of  Co- 
lumbia City  Council.  I  sympathize  with  the  problems  every  major  city 
in  the  country  has. 

The  District  of  Columbia  is  caught  in  the  same  inflationary  squeeze. 
Demands  for  services  increase,  the  cost  of  services  increase,  but  the 
revenues  available  to  pay  for  these  services  decrease  as  city  residents 
struggle  with  recession.  Faced  with  increasing  demands  and  decreas- 
ing revenues,  the  District  government  must  and  should  tap  every  pos- 
sible revenue  source. 

But  it  is  essential  to  the  fiscal  security  of  the  District  that  the  tax- 
ing authority  be  exercised  in  an  equitable  and  productive  manner. 

Those  who  maintain  that  the  city  council  should  be  able  to  exercise 
its  power  to  legislate  without  interference  from  Congress  seem  to  for- 
get that  Congress  has  a  clear  mandate  from  the  Home  Eule  Act  to  exer- 
cise oversight  in  District  aflfairs. 

I  think  that  exercising  this  mandate  in  a  matter  which  has  serious 
implications  for  the  fiscal  stability  of  the  District  is  not  a  specious  ac- 
tion but  a  constitutional  obligation.  I  do  not  feel  that  exercising  the 
authority  specifically  given  to  Congress  in  the  Home  Eule  Act  violates 
the  spirit  of  Home  Rule. 

One  need  go  no  further  than  cite  the  example  of  New  York  City  in 
the  last  few  weeks  to  show  the  need  for  continued  concern  about  the 
fiscal  stability  of  our  major  cities.  It  is  because  of  this  concern  that  I 
act. 

I  am  sure  the  testimony  on  the  extension  of  the  unincorporated  busi- 
ness franchise  tax  to  professionals  will  show  this  tax  to  be  inequitable 
in  its  treatment  of  District  residents  and  nonresidents. 

In  effect  the  income  of  nonresidents  is  subject  to  tax  twice  while  the 
income  of  District  residents  is  taxed  only  once,  thanks  to  the  ability 
of  District  residents  to  write  off  income  subject  to  this  tax  on  their  Dis- 
trict of  Columbia  personal  income  tax. 

But  of  even  greater  concern,  it  is  a  counterproductive  measure,  guar- 
anteed to  erode  the  tax  base  of  the  District  at  a  time  when  the  District 
government  needs  to  strengthen  the  tax  base. 

The  District  of  Columbia  is  in  a  highly  competitive  situation  regard- 
ing its  neighboring  localities  in  Maryland  and  Virginia,  and  because 
of  this,  the  District  must  attract  new  business  to  Washington  and  keep 
the  established  businesses  here. 

In  such  a  highly  competitive  area  as  the  Washington  Metropolitan 
area,  the  tax  structure  of  each  jurisdiction  is  an  important  factor  in 
determining  where  individuals  will  choose  to  live  and  work. 
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The  creation  of  any  large  tax  differential  would  be  a  great  disin- 
centive to  professionals  or  others  considering  a  move  to  downtown 
Washington.  The  proposed  tax  is  especially  discouraging  to  those 
younger  professionals  starting  in  a  practice  who  are  not  able  to  ab- 
sorb a  high  rate  of  taxation  as  more  established  professionals  can. 

This  eflFect  would  create  real  hardships  for  all  residents  of  the 
District  of  Columbia. 

The  experience  of  other  cities  which  increased  tax  rates  in  order 
to  bring  m  additional  revenues  quickly  is  instructive.  In  New  York 
City,  it  was  found  that  for  every  1  percent  increase  in  the  sales  tax 
rate,  the  city  lost  to  surrounding  suburban  areas  6  percent  of  tax- 
able retail  sales.  Another  study  found  that  not  only  did  an  increase 
in  the  sales  tax  rate  have  a  negative  effect  on  retail  sales,  but  upon 
employment  in  the  city  as  well. 

In  effect,  for  every  one  job  gained  in  the  public  sector  through 
increased  city  revenues,  approximately  five  jobs  were  lost  in  the  private 
sector  through  lost  retail  business.  Among  the  States  which  now  have 
unincorporated  business  franchise  taxes,  there  is  increasing  sentiment 
to  drop  them  because  of  built  in  inequities. 

The  State  of  Connecticut  has  already  done  so. 

However,  it  is  not  enough  for  Congress  to  criticize  this  proposal 
without  advancing  a  workable  alternative.  In  this  regard,  I  am  glad 
to  see  that  our  colleague  from  Maryland,  Representative  Gilbert  Gude, 
has  introduced  what  I  believe  to  be  a  reasonable  alternative. 

The  Gude  proposal  lessens  the  tax  bite  by  increasing  the  salary 
exclusion  on  net  income  from  55  percent  to  80  percent,  thereby  de- 
creasing the  effective  tax  rate  to  something  below  2.4  percent. 

It  answers  the  objections  of  nonresidents  by  eliminating  the  pro- 
visions in  the  D.C.  Code  allowing  District  residents  to  write  off  in- 
come subject  to  the  unincorporated  tax  for  purposes  of  their  D.C.  per- 
sonal income  tax. 

I  am  sure  these  proceedings  will  carefully  consider  the  Gude  bill. 
It  is  a  reasonable  solution  which  is  equitable  and  yet  maintains  the 
spirit  of  home  rule. 

I  would  add,  Mr.  Chairman,  outside  of  my  prepared  statement, 
that  my  district  over  the  last  6  years  has  become  the  headquarters  of 
37  of  Fortune's  500  top  corporations.  Every  one  of  these  corporation 
headquarters  has  deserted  New  York  City. 

I  do  not  welcome  them  to  my  district  because  if  New  York  City  is 
dead,  my  district  has  terminal  cancer  and  does  not  know  it.  While 
New  York  City  was  scrambling  to  find  money,  it  was  destroying  its 
future  tax  base.  Thank  you  very  much. 

Mr.  Rees.  I  think  one  of  the  Mayor's  proposals  is  to  incorporate 
Connecticut  within  the  city  of  New  York.  [Laughter.] 

Mr.  Whalen,  do  you  have  a  statement  ? 

Mr.  Whalen.  No. 

Mr.  Rees.  Without  objection,  H.R.  9471  and  House  Concurrent  Reso- 
lution 370  will  be  made  a  part  of  the  record. 

[The  documents  referred  to  follow :] 

[H.  Con.  Res.  370,  94th  Consr.,  Igt  sess.,  by  Mr.  Harsha  on  July  30,  1975] 

CONCURRENT  RESOLUTION 

Resolved  ty  the  House  of  Represent af ires  {the  Senate  concurring) j  That  the 
Congress  disapproves  of  the  action  of  the  District  of  Columbia  Council  described 
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as  follows :  The  District  of  Columbia  Revenue  Act  of  1975  passed  by  the  Council 
of  the  District  of  Columbia  on  July  18,  1975,  signed  by  the  Mayor  of  the  District 
of  Columbia  on  July  23,  1975,  and  transmitted  to  the  Congress  on  July  29,  1975, 
pursuant  to  section  602(c)  (1)  of  the  District  of  Columbia  Self-Govemment  and 
Governmental  Reorganization  Act. 

[H.R.  9471,  94th  Cong:.,  Ist  sess.,  by  Mr.  Gude  on  Sept.  9,  1975] 

A  BILL  To  amend  the  District  of  Columbia  tax  laws  applicable  to  unincorporated  business 

income 

Be  it  enacted  ly  the  Senate  and  House  of  Representatives  of  the  United  States 
of  America  in  Congress  assembled,  That  title  III  of  the  District  of  Columbia 
Income  and  Franchise  Tax  Act  of  1947  is  amended — 

(1)  by  rei)ealing  paragraph  (10)  of  section  2(b)  (D.C.  Code,  sec.  47-1557a 
(b)(10))  ;  and 

(2)  in  paragraph  (15)  of  section  3(a)  (D.C.  Code,  sec.  47-1557b(a)  (15) ), 
as  amended  by  the  District  of  Columbia  Unincorporated  Business  Franchise 
Tax  Revision  Act  of  1975  (passed  by  the  Council  of  the  District  of  Columbia 
on  August  5,  1975,  and  signed  by  the  Mayor  of  the  District  of  Columbia  on 
August  13,  1975),  by  striking  out  "55"  and  inserting  in  lieu  thereof  "80". 

Sec.  2.  (a)  The  amendments  made  by  the  first  section  of  this  Act  shall  take 
effect  immediately  after  the  District  of  Columbia  Unincorporated  Business 
Franchise  Tax  Revision  Act  of  1975  (passed  by  the  Council  of  the  District  of 
Columbia  on  August  5.  1975,  and  signed  by  the  Mayor  of  the  District  of  Columbia 
on  August  13, 1975)  takes  effect. 

(b)  The  amendments  made  by  the  first  section  of  this  Act  shall  apply  with 
respect  to  taxable  years  beginning  after  December  31, 1974. 

Mr.  Eees.  We  have  Mr.  Comer  S.  Coppie,  Special  Assistant  to  the 
Mayor  for  Budget  and  Management  Systems  with  us  today,  along 
with  Mr.  Ken  Back,  Director  of  the  Department  of  Finance  and  Reve- 
nue; Mr.  Billy  Cook,  Assistant  Director,  Department  of  Finance  and 
Revenue ;  Mr.  Louis  Robbins,  Principal  Assistant  to  the  Corporation 
Counsel ;  and  Mr.  Henry  Wixon,  Chief  of  the  Taxation  Division,  Office 
of  the  Corporation  Counsel. 

STATEMENTS  OF  COMER  S.  COPPIE,  SPECIAL  ASSISTANT  TO  THE 
MAYOR  FOR  BUDGET  AND  MANAGEMENT  SYSTEMS;  KENNETH 
BACK,  DIRECTOR,  DEPARTMENT  OF  FINANCE  AND  REVENUE; 
BILLY  COOK,  ASSISTANT  DIRECTOR,  DEPARTMENT  OF  FINANCE 
AND  REVENUE;  LOUIS  ROBBINS,  PRINCIPAL  ASSISTANT  TO  THE 
CORPORATION  COUNSEL;  AND  HENRY  WIXON,  CHIEF,  TAXA- 
TION DIVISION,  OFFICE  OF  THE  CORPORATION  COUNSEL 

]\rr.  CoppiE.  I  have  a  prepared  statement  and  related  documents  in 
support  of  our  program  for  1975  which  I  would  ask  to  be  incorporated 
into  tlie  record. 

Mr.  Rees.  It  will  be  placed  in  the  record,  Mr.  Coppie. 

Mr.  CoppiE.  Thank  you,  Mr.  Chairman. 

Mr  Rees.  Without  objection  so  ordered. 

[The  documents  referred  to  appear  on  p.  55.] 

Mr.  CoppiE.  I  would  like  to  summarize  my  statements.  ^Nlr.  Chair- 
man, first  it  is  important  to  point  out  that  we  have  developed  a  budget 
for  fiscal  1976  which  is  responsible  to  the  needs  of  the  city.  Tt  is  a  budget 
which  requires  additional  revenues.  An  increase  in  the  Federal  pay- 
ment is  authorized  through  the  Home  Rule  Charter  for  the  1976  fiscal 
year  and  an  increase  in  taxes  that  is  within  the  authority  of  the  citv 
government  and  specifically  within  the  authority  of  the  City  Council. 
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We  feel  that  we  have  developed  a  budget  for  the  1976  fiscal  year 
which  is  consistent  with  the  spirit  of  home  rule  and  within  the  au- 
thority of  the  city  government  as  provided  in  the  Home  Rule  charter. 

UNINCORPORATED    BUSINESS    FRANCHISE    TAX 

Mr.  Chairman,  my  statement  goes  into  some  detail  concerning  our 
total  program.  I  will  concentrate  my  remarks  on  the  unincorporated 
business  franchise  tax  proposed  for  1976  and  a  recommendation  of 
the  tax  coverage  of  that  tax  be  broadened  to  cover  the  professional 
community  for  the  first  time. 

The  unincorporated  business  franchise  tax  is  not  a  new  tax.  It  was 
first  authorized  by  the  U.S.  Congress  for  the  District  of  Columbia  in 
1947.  Both  city  and  suburban  residents  who  own  unincorporated  busi- 
nesses, restaurants,  shoe  repair  shops  and  the  like  have  been  paying 
the  tax  for  almost  30  years. 

The  tax  on  professionals  is  not  a  commuter  tax.  The  unincorporated 
business  franchise  tax  is  on  business  income  only.  It  is  not  a  tax  on 
individual  income. 

In  short,  the  tax  on  professionals  is  not  a  commuter  tax  just  as  the 
unincorporated  business  franchise  tax  applicable  to  all  other  D.C. 
based  unincorporated  business  firms  is  not  a  commuter  tax,  just  as 
the  corporate  income  tax  is  not  a  commuter  tax. 

It  is  also  not  a  "backdoor"  commuter  tax  because  Maryland  and 
Viririnia  do  not  allow  their  residents  to  take  a  tax  credit.  The  District 
of  Columbia  Government  is  not  responsible  for  the  Maryland  and 
Virginia  legislatures.  That  those  jurisdictions  allow  a  business  deduc- 
tion rather  than  a  tax  credit  is  beyond  the  control  of  the  District  of 
Columbia. 

Finally,  we  feel  that  we  have  developed  a  responsible  program. 
Clearly  if  we  felt  the  program  was  goin^  to  be  regressive  and  result 
in  an  exodus  of  the  professional  community  from  the  District  of  Co- 
lumbia we  would  not  have  made  this  proposal. 

I  appre<!iate  the  points  of  Congressman  McKinney  made  but  we 
don't  think  that  is  relevant.  We  have  been  sensitive  to  that  point  as  we 
developed  this  program. 

Mr.  Chairman,  I  also  want  to  comment  briefly  on  Congressman 
Gude's  proposal  in  H.K.  9471.  First  and  perhaps  foremost,  most  im- 
portant, it  would  place  a  double  tax  burden  upon  District  of  Columbia 
residents. 

For  nearly  30  years  unincorporated  business  income  has  not  been 
taxed  twice.  To  now  do  otherwise  would  be  punitive.  We  can  see  no 
justifiable  reason  for  discriminating  against  District  of  Columbia 
residents  when  we  have  developed  a  responsibile  way  to  raise  the 
needed  revenues  for  the  1 976  fiscal  year. 

REVEXm^  ANTICIPATED 

Second  point  of  opposition  would  be  insufficient  revenue  would  be 
rai-^ed  under  the  provisions  of  H.R.  9471.  The  city's  objective  and 
neod  is  ^H  million.  H.R.  9471  will  raise  $7.8  million. 

Mr.  Cbaii-man,  we  are  fully  committed  to  our  program.  It  has  been 
su,<Tnrested  both  from  the  discussions  we  have  had  from  the  committee 
and  the  staff  of  the  committee  and  with  the — during  formal  hearings 
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-with  the  other  body  that  the  city  examine  various  combinations  within 
the  unincorporated  business  franchise  tax  which  would  produce  the 
same  amount  of  revenue  as  requested  by  the  city. 

We  have  made  this  examination  and  are  prepared  to  discuss  it  with 
the  committee.  Pointing  this  out,  Mr.  Chairman,  I  want  to  underscore 
that  we  are  fully  committed  to  our  program  as  it  has  been  presented 
to  the  Congress  and  the  alternative  combinations  which  we  are  pro- 
pared  to  discuss  this  morning  are  combinations  at  the  request  of  the 
Congress  that  have  not  been  unilaterally  initiated  by  the  District  of 
Columbia  government. 

We  stand  ready  to  answer  any  questions  you  might  have. 

Mr.  Kees.  Is  your  statement  on  behalf  of  the  whole  panel  ? 

Mr.  CoppiE.  Yes,  Mr.  Chairman. 

Mr.  Rees.  Mr.  Fauntroy  ? 

ALTERNATIVE   TAX   COMBINATIONS 

Mr.  Fauntroy.  Mr.  Coppie,  you  suggested  you  are  prepared  to  dis- 
cuss alternatives.  I  hope  those  alternatives  do  not  involve  taxing  other 
people  and  other  resources  within  the  community,  but  that  they  focus 
on  the  group  from  which  the  District  Government  had  expected  to 
raise  the  $8  million  ? 

Mr.  Coppie.  That  is  correct,  Mr.  Fauntroy.  Our  primary  commit- 
ment is  to  preserve  the  tax  principle  as  we  proposed  it  within  the  in- 
corporated business  franchise  tax  for  the  1976  fiscal  year. 

The  combinations  that — I  use  the  word  combinations  rather  than 
alternatives  because  we  are  prepared  to  discuss  combinations  repre- 
senting adjustments  in  the  area  of  the  salary  allowance  and  the  level 
of  exemptions  that  affects  the  constituency  that  pays  the  unincorpo- 
rated business  franchise  tax  rather  than  an  alternative  tax  program. 

Mr.  Fauntroy.  That  is  very  reassuring  to  me.  Thank  you  for  the 
work  producing  that  alternative.  Would  you  care  at  this  time  to  out- 
line to  us  any  one  of  those  combinations  ? 

Mr.  Coppie.  Certainly.  I  would  like  to  ask  Mr.  Kenneth  Back  to 
develop  that  combination  for  you. 

Mr.  Back.  Mr.  Chairman,  Mr.  Fauntroy,  as  Mr.  Coppie  has  indi- 
cated, we  are  committed  to  the  proposition  that  all  business  income 
in  the  District  of  Columbia  should  be  taxed. 

The  combinations  he  referred  to  are  combinations  of  that  tax.  and 
they  revolve  around  a  salary  allowance  or  the  exemption.  For  in- 
stance, I  know  you  have  a  copy  before  you  of  what  I  have  in  front  of 
me,  and  78  percent  of  the  salary  allowance  and  the  present  tax  is  20 
percent,  and  retaining  the  5,000  exception  would  produce  tlie  amount 
of  revenue  we  need. 

The  various  combinations  of  the  salary  allowance  for  the  presently 
excluded  firms  and  the  allowance  for  those  firms  subject  to  this  tax 
would  produce  the  $8  million.  Those  are  the  combinations  referred  to. 

Mr.  Fauntroy.  Mr.  Chairman,  do  we  all  have  this  combination 
before  us? 

Mr.  Rees.  I  have  one. 

Mr.  Fauntroy.  I  don't  have  either  one  before  me. 
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[The  exhibit  referred  to  follows :] 

FRANCHISE  TAX  COMBINATIONS  YIELDING  AN  ESTIMATED  $8,000,000  ANNUALLY 

Level  of 
salary  Level  of 

Entity  allowtnce         exemption 

Comlwation  A: 

Presently  excluded  firms 

Presently  taxed  firms 

Combination  B: 

Presently  excluded  firms _ 

Presently  taxed  firms 

Combination  C: 

Presently  excluded  firms 

Presently  taxed  firms 

Combination  0 : 

Presently  excluded  firms 

Presently  taxed  firms 

Source:  Departnent  of  Finance  and  revenue,  fiscal  planning  and  research,  Sept  15, 1975. 

Mr.  Rees.  Under  the  proposal  of  the  District,  there  is  a  55-percent 
salary  exemption  after  expenses.  Mr.  Gude's  bill  has  an  80-percent 
salary  exemption,  but  also  does  away  with  the  income  tax  credit  for 
District  residents. 

Mr.  Back.  Mr.  Chairman,  the  District  proposal  would  have  a  salary 
allowance  of  55  percent  for  all  unincorporated  businesses.  Those  that 
have  been  taxed  for  30  years  as  well  as  the  newer  ones  would  be 
affected. 

As  I  understand  Mr.  Gude's  proposal,  he  would  allow  an  80-percent 
salary  allowance  for  professionals  not  heretofore  taxed.  The  20-per- 
cent allowance  for  taxed  businesses  would  prevail. 

Mr.  Rees.  In  your  bill,  you  increase  the  salary  allowance  for  unin- 
corporated businesses  from  20  percent  to  55  percent.  Is  it  the  same  for 
everybody  ? 

Mr.  Back.  That  is  correct. 

H.R.    9471 

Mr.  Rees.  It  is  my  understanding  that  in  Mr.  Gude's  bill  a  District 
resident  would  no  longer  be  able  to  deduct  the  tax  paid  on  an  unin- 
corporated business  from  his  District  income  tax. 

Mr.  Back.  That  is  as  I  understand  Mr.  Gude's  bill.  As  I  understand 
the  history  of  the  unincorporated  business  tax,  at  the  time  it  was 
passed  in  1947  it  was  felt  that  an  individual  should  not  be  taxed  twice 
on  the  same  income.  In  the  early  days  of  this  tax,  both  Maryland  and 
Virginia  allowed  it  as  a  tax  credit. 

The  Maryland  Court  of  Appeals  decision  somewhere  along  the  line 
ruled  that  it  was  a  franchise  tax  and  not  an  income  tax  and  therefore 
it  was  not  deductible  in  Maryland.  Virginia  followed  the  same  rule. 

The  District  resident  is  only  taxed  once. 

Mr.  Rees.  Under  Mr.  Gude's  bill,  how  much  additional  money  would 
District  professionals  pay  ?  They  would  no  longer  have  that  tax  credit. 

Mr.  WixoN.  The  District's  bill  would  provide  an  80-percent  tax  al- 
lowance. Therefore,  you  lose  in  base  the  difference  between  55  percent 
and  80  percent.  Then  you  gain  revenue  in  the  proposal  by  the  mere 
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fact  tliat  for  the  ftrst  time  to  District  otGpluifnbiaresidentg^  they  can 
no  longer  exclude  from  their  income  tax  that  income  that  they  have 
included  under  their  unincorporated  business  franchise  tax  ■ 

Accordingly,  that  amount  of  revenue  or  income  would  be  double 
taxed  and  would  increase  the  amount  of  the  individual  tax  income 
revenues  frem  District  of  Columbia  residents  only.  However,  we  esti- 
mate thattmly  one-third  of  the  prof essipnals  with  which  we  are  con- 
cerned are  District  of  Columbia  residents.  So  the  reduction  of  the 
revenue  loss  as  a  result  of  the  increase  from  55  percent  to  80  percient  is 
somewhere  somewhat  greater  than  the  gain  on  the  income  tax  side 
because  you  only  get  one-third  of  the  population  to  begin  with.  ' 

That  is  essentially  the  reason  the  revenue  in  our  prelimiiiary  state- 
ment on  Mr.  Gude's  bill  is  approximately  $7.4  million  rather  than  the 
$8  million. 

Mr.  Back.  We  see  no.  reason  why  District  of  Columbia  residents 
should  be  taxed  because  Maryland  and  Virginia  will  not  allow  a  credit. 
They  can  allow  a  credit  if  they  want  to.  It  is  within  their  power.  In 
the  early  days  of  this  tax,  they  did  allow  it. 

Mr.  Rees.  That  practice  was  changed  by  court  decision  ? 

Mr.  Back.  By  court  decision  in  the  (rardeJla  case. 

Mr.  WixoN.  The  case  that  was  brought  in  the  Maryland  courts  and 
ultimately  went  to  the  Court  of  Appeals  of  Maryland,  is  entitled 
Gardella  v.  The  CoTnptrolleT  of  the  State  of  Maryland.  It  was  decided 
April  8, 1957,  and  held,  as  Mr.  Back  has  indicated,  that  the  District  of 
Columbia's  franchise  tax  would  not  classify  as  an  income  tax  under 
Maryland  law  which  would  have  entitled  persons  paying  it  to  a  credit 
against  Maryland  tax. 

That  has  been  fallowed,  so  far  as  I  know,  both  by  Maryland  and 
Virginia,  since  1957.  Now,  I  think  there  has  been  generated  some  con- 
fusion with  respect  to  the  tax  as  it  relates  to  District  of  Columbia  resi- 
dents. This  Income  and  Franchise  Tax  Act  was  enacted  by  the  Congress 
in  1947.  Since  that  time  it  has  not  been  changed  insofar  as  the  entitle- 
ment of  District  residents  to  deduct  from  their  individual  income  tax 
return  the  amount  paid — the  amounts  theretofore  taxed  as  unincorpo- 
rated businesses. 

There  never  has  been  a  tax  credit  allowed.  As  a  matter  of  fact,  the 
act  itself  prohibits  the  deduction  of  any  amount  paid  as  unincorporated 
business  franchise  taxes  for  purposes  of  individual  income  tax. 

I  say  there  has  been  cdnfusion  because  iust  yesterdav  in  the  Wash- 
ington Post,  September  16,  1975,  there  appears  an  editorial  entitled 
"The  Professional  Tax  Facing  Reality."  Now  in  that  particular  edito- 
rial this  sentence  appears : 

Moreover  since  the  city  would  permit  professionals  who  are  District  residents 
from  deducting:  the  business  tax  from  their  D.C.  Government  tax  while  Maryland 
and  Virginia  refuse  to  provide  a  credit,  suburban  critics  are  legion. 

It  would  appear  that  this  writer  was  under  the  impression  that  the 
District  permitted  a  deduction  of  franchise  tax  from  individual  income 
tax,  which  is  not  so.  District  residents  do  exclude  from  individual  in- 
come tax  the  amount  of  income  which  was  subjected  to  tax  under  the 
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unincorporated  business  franchise  tax  part  of  theincc^mfe  aadfi^mehise 
tax  act. 

[The  Post  editorial  referred  to  follows :]' 

[From  the  Washington,  Post,  Sept.  17,  1975] 
The    Professiot^tal    Tax  :    Facixg    Reality 

It  was  inevitable  that,  sooner  or  later,  thfr  ability  of  the  District  of  Columbia's 
elected  government  to  exercise  newly  accorded  legislative  authority  would  be 
threatened  by  members  of  Congress.  Still,  the  attitude  on  Capitol  Hill  has  been 
benevolent  for  eight  months  of  life  under  the  city  charter ;  Congress  has  yet  to 
overrule  any  legislation  enacted  by  the  local  government.  It  has  had  no  reason 
to,  nor  does  it  now,  in  our  view ;  the  fact  is,  however,  that  Congress  is  about  to  do 
so — and  if  it  does  the  consequences  for  self-government  will  be  grave. 

The  target  of  congressional  unhappiness  is  the  city's  newly  enacted  tax  on 
professionals  who  do  business  in  the  District  and  who  now  pay  no  business  taxes 
to  the  city.  It  is  a  franchise  tax,  not  an  income  tax,  already  being  paid  to  the 
city  by  suburl)an  and  District  residents  who  operate  unincorporated  businesses 
in  the  city,  such  as  small  shops  or  lunch  counters.  But  doctors  and  lawyers,  whose 
business  in  the  city  has  included  a  heavy  lobbying  effort  on  Capitol  Hill  to  over- 
turn the  local  tax  act,  don't  see  themselves  in  the  same  category.  Moreover,  since 
the  city  would  permit  professionals  who  are  District  residents  to  deduct  the 
business  tax  from  their  D.C.  income  tax — while  Maryland  and  Virginia  govern- 
ments refuse  to  recognize  such  a  levy  as  a  deduction  on  their  state  income  taxes — 
suburban  critics  of  the  tax  plan  are  legion. 

This  aspect  of  the  tax,  plus  the  rates  at  which  the  city  proposes  to  raise  it,  are 
the  chief  objections  contributing  to  the  confrontation.  So  far,  the  city  government 
is  standing  firmly  behind  its  plan  as  enacted,  in  the  face  of  various  alternatives 
being  explored  in  Congress.  But  the  District's  delegate  to  Congress,  Walter  E. 
Fauntroy,  knows  all  too  well  who  will  lose  in  a  head-on  confrontation.  Rather  than 
see  the  city  government  summarily  overturned  and  forced  to  accept  whatever 
tax  proposals  Congress  might  choose  to  establish,  Mr.  Fauntroy  has  been  attempt- 
ing to  find  a  solution  that  would  mollify  congressional  opposition  while  keeping 
the  city's  legislative  integrity  intact.  He  has  been  suggesting  that  the  city  council 
consider  some  modifications  of  the  tax  plan  that  might  satisfy  concern  about  the 
tax  rate,  in  return  for  agreement  by  key  suburban  members  of  Congress  to  let  the 
city's  tax  stand  for  now,  subject  to  adjustment  later. 

Mr.  Fauntroy  has  not  urged  any  specific  proposals,  nor  has  he  compromised 
his  view  that  the  city  acted  within  its  authority.  On  the  contrary,  he  has  consist- 
ently maintained  that  Congress  should  not  intervene  on  behalf  of  special  interests 
or  impose  laws  on  the  city  at  the  direction  of  suburban  members.  But  as  the  city's 
representative  on  Capitol  Hill.  Mr.  Fauntroy  is  in  a  sound  position  to  measure 
the  mood  of  his  colleagues  in  relation  to  the  city's  best  interests.  Indeed,  that  is 
his  job — and  he  senses  more  tlmn  the  simple  defeat  of  a  tax  proposal.  Once  Con- 
gress overturns  one  major  act  of  the  city  government,  there's  no  telling  how  often 
local  legislation  will  be  amended  and  vetoed.  As  of  now,  the  city  profits  from  the 
good  will  of  a  delegation  of  suburban  members  of  Congress  who  have  generally 
supported  home  rule  and  who  have  indicated  at  least  some  willingness  to  accept 
the  principle  of  a  tax  on  professionals.  But  these  members  are  also  under  pressure 
from  their  constituents.  If  the  city  government  chooses  an  all-or-nothing  ap- 
proach, the  willingness  of  this  "area  caucus"  to  go  to  bat  for  the  city  in  the 
future  may  well  abate.  That  is  why  Mr.  Fauntroy's  efforts  deserve  serious  thought 
by  the  city  council — not  with  a  view  to  surrendering  but  in  sophisticated  recog- 
nition of  the  harsh  realities. 

Mr.  WixON.  I  have  with  me  some  decisions  of  courts  with  respect  to 
the  constitutionality,  legality  of  similar  taxes  imposed  in  other  juris- 
dictions. I  shall  not  take  up  the  time  of  the  committee  by  goin^  into 
tliese  matters  but  I  think  they  might  be  of  interest  to  the  committee. 

With  your  peruiission,  Mr.  Chairman,  at  the  end  I  will  give  you  or 
to  the  staff  these  several  court  decisions  including  Gardella, 
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[The  decisions  referred  to  follow :] 

Court  of  Appeals  of  Maryland 

April  8,  1957 ; 

130  A.  2d  752;  213  Md. 

Wallis  H.  Gabdella  et  ux. 

V, 
GOMPTBOLLEB  OF  THE  STATE  OF  MABYI«AND  ET  AL. 

No.  135. 

Appeal  by  husband  and  wife  from  decision  of  State  Tax  Commission  dis- 
allowing credit  claimed  against  state  income  tax  for  unincorporated  business 
franchise  tax  paid  to  District  of  Columbia  by  partnership  of  which  husband 
was  a  member.  The  Baltimore  City  Court,  Joseph  R.  Byrnes,  J.,  affirmed  the 
decision  of  State  Tax  Commission,  and  taxpayers  appealed.  The  Court  of  Ap- 
peals, Prescott,  J.,  held  that  unincorporated  business  franchise  tax  imposed  by 
District  of  Columbia  was  not  an  income  tax  within  meaning  of  Code  1951, 
art.  81,  §  286,  allowing  a  credit  against  Maryland  income  tax  for  income  tax 
paid  to  another  state. 

Judgment  affirmed. 

1,  Taxation  1045 

Unincorporated  business  franchise  tax  imposed  by  District  of  Columbia  was 
not  an  "income  tax"  on  portion  of  net  income  derived  by  a  resident  of  Maryland 
from  operation  of  unincorporated  partnership  business  in  District  of  Columbia 
within  statute  allowing  a  credit  against  Maryland  income  tax  for  income  tax 
paid  to  another  state,  though  franchise  tax  was  imposed  upon  taxable  income 
of  business  and  residents  of  District  were  allowed  credit  against  individual 
income  taxes  for  franchise  tax  paid.  D.C.  Code  1951,  §§  47-1574  to  47-15740, 
47-1574b,  47-1580;  Code  1951  art  81,  §  286. 

2,  Taxation  1 

Legislative  declaration  that  a  tax  shall  be  of  a  particular  character,  though 
entitled  to  much  weight,  is  not  conclusive. 

B.  Conway  Taylor,  Jr.,  Baltimore,  (Due,  Nickerson,  Whiteford  &  Taylor,  Bal- 
timore, on  the  brief),  for  appellants. 

Frank  T.  Gray,  Asst.  Atty.  Gen.    (C.  Ferdinand  Sybert,  Atty.  Gen.,  on  the 
brief),  for  appellees. 
'  Before  Bbune,  C.  J.,  and  Collins,  Henderson,  Hammond  and  Prescott,  J.  J. 

Prescott,  Judge. 

The  appellants  in  this  case  are  husband  and  wife  who  filed  joint  income 
tax  returns  for  the  taxable  years  involved,  1950,  1951  and  1952.  For  these  years, 
the  appellant  Wallis  H.  Gardella,  was  a  partner  in  an  unincorporated  business 
known  as  "The  Shade  Shop"  in  the  District  of  Columbia.  Apparently,  there 
was  at  least  one  other  partner  in  the  business.  The  Shade  Shop  had  a  place  of 
business  within  the  District  and  conducted  its  business  entirely  from  that  loca- 
tion. For  the  years  involved.  The  Shade  Shop  was  liable  and  paid  the  District  of 
Columbia  Unincorporated  Business  Franchise  Tax  provided  for  in  Sections  47- 
1574  to  47-1574e  of  the  District  of  Columbia  Code. 

For  the  years  1950,  1951  and  1952,  the  appellants,  who  were  residents  of  the 
State  of  Maryland,  filed  their  Maryland  income  tax  returns,  reporting  total  in- 
come from  The  Shade  Shop,  in  computing  gross  income.  From  the  gross  income 
received  from  The  Shade  Shop,  the  appellants  first  deducted  certain  personal 
business  expenses  and  then  deducted  the  amount  of  income  which  was  taxable 
under  the  District  of  Columbia  Unincorporated  Business  Franchise  Tax.  The 
effect  of  this  deduction  was  to  allow  the  appellants  a  credit  against  the  Maryland 
tax  to  the  extent  that  Maryland  would  tax  the  same  income  which  was  subject 
to  the  District  of  Columbia  Unincorporated  Business  Franchise  Tax.  The  Comp- 
troller disallowed  this  credit,  and  was  afllrmed  by  the  State  Tax  Commission. 
On  appeal  to  the  Baltimore  City  Court,  the  State  Tax  Commission  was  in  turn 
affirmed,   and  from  that  decision  the  appellants  have  appealed.  There  is  no 
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issue  in  this  case  as  to  the  amount  of  the  credit,  if  it  be  allowed,  but  only  as  to 
whether  the  appellants  are  entitled  to  the  credit  claimed. 

The  sole  question  involved  is  whether  or  not  the  District  of  Columbia  Unin- 
corporated Business  Franchise  Tax  is  an  "income  tax"  upon  part  of  the  •'net 
Income"  of  appellants  within  the  meaning  of  Art.  81,  Sec.  286  of  the  Maryland 
Code  1^1  providing  a  credit  against  Maryland  income  tax  for  "income  tax"  upon 
**net  income"  due  to  another  State? 

S^.  286  of  Art.  81  states,  in  part,  a,a  follows : 

'*(Grtedit  Against  Tax  Allowed  Residents.)  Whenever  a  resident  individual 
of  this  State  has  become  liable  for  income  tax  to  another  State  upon  such  part 
of  his  net  income  for  the  taxable  year  as  is  properly  subject  to  taxation  in  such 
State,  the  amount  of  income  tax  payable  by  him  under  this  sub-title  shall  be 
reduced  by  the  amount  of  the  income  tax  so  paid  by  him  to  such  other  State  upon 
his  producing  to  the  Comptroller  satisfactory  evidence  of  the  fact  of  such 
payment  ♦  ♦  ♦." 

The  District  of  Columbia  Unincorporated  Business  Franchise  Tax  was,  in 
substance,  enacted  in  its  present  form  in  1947.  It  is  included  in  the  District 
of  Columbia  Code  and  reads,  in  part,  as  follows : 

*'§  47-1580.     Purpose  of  article. 

**It  is  the  purpose  of  this  article  to  impose  (1)  an  income  tax  upon  the  entire 
net  income  of  every  resident  and  every  resident  estate  and  trust,  and  (2)  a 
franchise  tax  upon  every  corporation  and  unincorporated  business  for  the  pri- 
vilege of  carrying  on  or  engaging  in  any  trade  or  business  within  the  District 
and  of  receiving  such  other  income  as  is  derived  from  sources  within  the 
District.  *  *  *" 

"§  47-1574b.    Imposition  and  rate  of  tax. 

"For  the  privilege  of  carrying  on  or  engaging  in  any  trade  or  business  within 
the  District  and  of  receiving  income  from  sources  within  the  District,  there 
is  hereby  levied  for  each  taxable  year  a  tax  at  the  rate  of  5  per  centum  upon 
the  taxable  income  of  every  unincorporated  business,  whether  domestic  or 
foreign  *  *  *." 

[1,2]  We  are  earnestly  urged  by  the  appellant  to  rule,  although  this  tax  in  the 
District  of  Columbia  has  been  designated  by  the  Congress  of  the  United  States  as 
a  * 'franchise  tax",  and  although  it  is  imposed  upon  "the  privilege  of  carrying  on  or 
engaging  in  any  trade  or  business  within  the  District  and  of  receiving  income 
from  sources  within  the  District",  and  it  is  imposed  upon  the  entity  of  an  "unin- 
corporated business",  that  it  is  in  reality  an  individual  income  tax.  With  this  re- 
quest, we  are  unable  to  comply.  It  is  true  the  mere  legislative  declaration  that  a 
tax  shall  be  of  a  particular  character,  does  not  make  it  such,  nevertheless,  the 
declaration  of  the  law  making  power  is  entitled  to  much  and  respectful  weight. 
County  Com'rs  of  Anne  Arundel  County  v.  English,  182  Md.  514,  531,  35  A.2d  135, 
A.L.R.  842 ;  Flint  v.  Stone  Tracy  Co.,  220  U.S.  107,  145,  31  S.Ct.  342  55  L.Ed  389. 
We  think  however  this  legislative  designation  is  fully  justified  as  the  tax  is  im- 
posed on  the  privilege  of  carrying  on  and  engaging  in  a  trade  or  business  in  the 
District  of  Columbia  and  of  receiving  income  from  sources  within  said  District, 
and  is  placed  upon  the  unincorporated  entity  and  not  upon  the  individuals  com- 
posing that  entity. 

Although  the  tax  is  imposed  "upon  the  taxable  income"  of  the  unincorporated 
business  and  individual  residents  of  the  District,  who  are  members  of  an  unin- 
corporated business,  are  permitted  a  reduction  on  their  individual  income  taxes 
for  payments  made  of  the  unincorporated  business  tax,  it  is  still  not  an  income 
tax.  Lever  Bros.  Co.  v.  District  of  Columbia,  92  U.S.  App.  D.C.  147,  204  F.2d  39 ; 
Cooley  Taxation,  (4th  Ed.),  Vol.  1  par.  49 ;  Keasbey  &  Mattison  Co.  v.  Rothensies, 
3  Cir.,  133  F.2d  894 :  Cf.  Underwood  Typewriter  Co.  v.  Chamberlain,  94  Conn.  47, 
108  A.  154.  In  the  Keasbey  case,  133  F.2d  897,  the  Court  said,  "The  Supreme  Court, 
without  advancing  any  precise  definition  of  the  term  'income  tax',  has  unmistak- 
ably determined  that  taxes  imposed  in  subjects  other  than  income,  e.g.,  franchises, 
privileges,  etc.,  are  not  income  taxes,  although  measured  on  the  basis  of  income." 

In  this  last  case,  it  was  held  in  construing  a  tax  credit  provision,  similar  to 
Maryland's  that  a  franchise  tax,  although  measured  by  net  income  of  a  particular 
business,  is  not  an  "income  tax"  for  purposes  of  credit.  This  involved  a  construc- 
tion of  the  Revenue  Act  of  1936,  §  131(a)  (1),  26  U.S.C.A.  §  131(a)  (1),  allowing  a 
credit  against  Federal  income  taxes  for  "the  amount  of  any  income,  war-profits, 
and  excess-profits  taxes  paid  or  accrued  during  the  taxable  year  to  any  foreign 
country".  The  taxpayer  had  paid  a  tax  to  the  Province  of  Quebec  under  the  Quebec 
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Mmin^  itet.  This  tax  was  j^acedupeiitbfe  net  hreome- allocable  to  the  miniiig  op- 
eration itself,  and  was  computed  by  the  gross  income  received  form  mining  opera- 
tions in  Quebec,  less  certain  defined  expenses  which  the  taxpayer  had  incurred 
in  producing  ore  from  the  mine  in  Quebec,  thus  arriving  at  a  net  income  figure 
which  was  used  as  the  basis  for  the  tax  for  which  the  taxpayer  sought  credit. 
The  court  concluded  that  the  tax  was  imposed  upon  the  mining  privilege  exercised 
in  the  Province  of  Quebec  and,  therefore,  was  a  franchise  or  excise  tax,  althougli 
measured  by  net  income,  and  held  that  the  taxpayer  was  not  entitled  to  the  credit 
claimed. 

Judgment  aflarmed,  with  costs. 

Supreme  Court  of  New  Jersey 

Argued  Feb.  9,  1071 

Decided  March  22,  1971 ;  275  A.2d  129,  58  N.J.  57 

58  N.J.  57 

Samuel  J.   Foosaner,  petitioner- appellant, 

..  V.      .. 

Director,  Division  of  Taxation,  respondent 

Division  of  Tax  Appeals  affirmed  ruling  of  Director  of  Division  of  Taxation 
that  fees  for  all  professional  services  performed  on  self-employed  basis,  including 
those  rendered  by  lawyers,  were  subject  to  tax  under  Unincorporated  Business 
Tax  Act,  and  taxpayer's  appeal  was  certified.  The  Supreme  Court,  Hall,  J.,  held 
that  Unincorporated  Business  Tax  Act  was  intended  to  cover  fees  received  from 
practice  of  the  professions,  including  the  law,  as  well  as  recipients  from  mercan- 
tile and  other  commercial  enterprises. 

Judgment  of  Division  of  Tax  Appeals  affirmed. 

1.  Taxation  1019 

Unincorporated  Business  Tax  Act  was  intended  to  cover  fees  received  from 
practice  of  the  professions,  including  the  law,  as  well  as  receipts  from  mercantile 
and  other  commercial  enterprises.  N.J.S.A.  34  :llB-l  et  seq.,  2,  3. 

2.  Taxation  40(2) 

Constitutional  provision  that  proi>erty  shall  be  assessed  for  taxation  under 
general  laws  and  by  uniform  rules  applies  only  to  property  taxes  and  not  to 
excises.  Const.  1947,  Art.  VIII,  §  I,  par.  1. 

3.  Taxation  955 

Gross  receipts  are  commonly  accepted  basis  of  taxation  which  Legislature  can 
properly  utilize,  and  there  is  no  constitutional  objection  to  a  tax  measured  by 
gross  receipts  rather  than  by  net  income.  N.J.S.A.  54  :11B-1  et  seq.,  54  :13-11  et 
seq.,  54  :18A-1  et  .seq.,  54  :29A-57,  54  :30A^9  et  seq. 

4.  Taxation  1088 

Where  Director  of  Division  of  Taxation  agreed  at  oral  arjjiiment  that,  if  tax- 
payer lost  case,  he  would  have  opportunity  to  tile  proi)er  return  and  pay  tax  called 
for,  question  was  academic  as  to  whether  filing  of  certificate  of  debt  in  estimated 
amount  and  entry  of  judgment  thereon  was  violation  of  due  process  because 
done  without  assessment  of  true  amount  of  tax,  prevented  because  proper 
return  was  not  filed,  and  without  notice  and  hearing.  N.J.S.A.  54  :11B-1  et  seq. 

Samuel  J.  Foosaner,  pro  se. 

Herbert  K.  Glickman,  Deputy  Atty.  Gen.,  for  respondent  (George  F.  Kugler,  Jr.. 
Atty.  Gen.  of  N.J.,  attorney  ;  Herbert  K.  Glickman,  Trenton,  of  counsel  and  on 
the  brief.) 

The  opinion  of  the  Court  was  delivered  by 

Hall,  J. 

This  litigation  challenges  the  applicability  of  the  Unincorporated  Business  Tax 
Act,  N.J.S.A.  54:11B-1  et  seq.,  L.1966,  c.  137,  to  a  practicing  attorney  at  law. 

Petitioner  practices  individually,  with  his  office  in  Newark.  The  first  return 
and  payment  of  tax  under  the  act  was  due  April  15,  1968,  covering  the  year  1967 
for  those  on  a  calendar  year  basis.  He  filed  a  blank  return,  except  to  state  that 
the  statute  was  "not  applicable"  to  him,  and  paid  no  tax.  In  an  attached  memo- 
randum he  argued  that  the  legislation  was  not  intended  to  apply  to  lawyers  and 
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professional  fees  received  in  their  practice.  The  Director  of  the  Division  of 
Taxation  rejected  his  contention  and  ruled  that  fees  for  all  professional  serv- 
ices performed  on  a  self-employed  basis,  including  those  rendered  by  lawyers, 
are  subject  to  the  tax.  Petitioner  was  invited  to  file  a  proper  return,  which  he 
declined  to  do.^  Thereafter  the  Director  made  an  assessment  of  tax  in  the  amount 
of  $1,000  and  filed  a  certificate  of  debt  therefor  in  the  Superior  Court.* 

Petitioner  then  tiled  a  complaint  in  the  Law  Division  seeking  a  declaratory 
judgment  that  the  act  is  unconstitutional  and  not  apidicable  to  him  and  request- 
ing the  voiding  of  the  certificate  of  debt.  The  action  was  dismissed  on  motion 
on  the  ground  that  administrative  remedies  had  not  been  exhausted.  A  petition 
of  appeal  to  the  Division  of  Tax  Appeals  followed,  asserting  essentially  the 
same  contentions.  After  hearing,  the  Division  affirmed  the  Director's  ruling  and 
further  held  that,  as  an  administrative  agency,  it  had  no  power  to  adjudicate 
constitutional  questions.  Petitioner's  appeal  to  the  Appellate  Division  from  the 
consequent  judgment,  raising  the  same  issues,  was  certified  upon  our  own  motion 
before  argument  in  that  court.  R.  2  :12-1. 

The  pertinent  language  of  the  statute  is  of  primary  importance.  The  tax  is 
imposed  by  N.J.S.A.  54  :llB-3  "upon  every  individual  or  other  unincorporated 
[business]"  as  "an  annual  excise  tax,  measured  by  the  gross  receipts  of  such 
unincorporated  business,  and  allocated  to  the  State  as  hereinafter  provided  at 
tlie  rate  of  ^4  of  19^,"  subject  to  certain  exemptions  in  case  the  receipts  do  not 
exceed  specified  minimum  amounts. 

'* Unincorporated  business"  is  defined,  for  purposes  of  the  act,  by  N.J.S.A. 
54:llB-2(e)  as  meaning  and  including  "any  trade,  business,  profession  or  occu- 
pation conducted  or  practiced  for  profit  in  whole  or  in  part  within  this  State  by 
any  individual  or  other  unincorporated  entity  not  subject  to  the  Corporation 
Business  Tax  Act  (1945)  (P.L.  1945,  c.  162)  or  the  Financial  Business  Tax  Law 
(1946)  (P.L.  1946,  c.  174)"  (emphasis  supplied),  except,  inter  alia,  services 
performed,  other  than  as  a  principal,  by  an  individual  as  an  employee,  fiduciary, 
officer  or  director. 

"Gross  receipts"  are  defined,  likewise  for  purposes  of  the  act,  N.J.S.A.  54  :11B- 
2(b),  to  "mean  and  include  all  receipts,  of  ichatever  kind  and  in  whatever  form, 
derived  by  an  unincorporated  business,  without  any  deduction  therefrom  on 
account  of  any  item  of  cost,  expense  or  loss"  (emphasis  supplied),  except  the  sales 
price  of  property  returned  by  customers  for  refund  or  credit.* 

Historically,  the  unincorix)rated  business  tax  oame  about  as  a  result  of  the 
rep(irt  of  the  Governor's  Committee  on  Local  Proi)erty  Taxation  made  in  I)e- 
cember  1963.  The  Committee  recommended  the  elimination  of  the  existing  tax 
on  business  personal  property,  assessed  and  collected  locally  on  the  same  basis 
as  the  real  property  tax.  It  proposed  a  replacement  tax  program,  whic'h  included 
an  increase  in  the  rate  of  the  net  income  tax  asi)ect  of  the  corporation  business 
tax,  a  new  gross  receipts  tax  on  retail  store  sales,  a  new  state-assessed  business 
l^ersonal  property  tax  and  the  unincorporated  business  gross  receipts  tax  with 
which  we  are  concerned.  The  Legislature  substantially  adopted  tllie  recommenda- 
tions L.1966,  Chapters  133  to  138,  without  statements  of  purpose  annexed  to  the 
bills  or  other  official  explanation.  But  it  obviously  must  have  considered  the 
Committee's  report  and  the  reasons  for  this  particular  tax  given  therein.  The 
Committee's  statement  of  purpose  of  this  measure  therefore  should  be  in  mind 
in  passing  upon  the  intended  coverage  of  the  tax.  The  Committee  had  this  to  say 
(Report,  p.  55)  : 

3.  Tax  on  UnincoriK>rated  Business : 

This  tax  does  not  represent  a  major  revenue  source  under  the  Committee's 
proposal.  It  could  be  eliminated  easily  through  an  adjustment  of  the  rates  from 
the  other  three  tax  sources.  The  Committee  concluded,  however,  that  such  a  tax 
was  desirable  because  it  would  retain  within  the  tax  umbrella  certain  elements 


1  We  understand  petitioner  hn»  taken  the  same  position  in  returns  for  tax  years  since 
1907.  While  this  litigation  precisely  involves  only  that  for  1067,  onr  conclusion  will,  as 
a  practical  matter,  dispose  of  his  contentions  with  resnect  to  the  later  years. 

2  The  Unincorporated  Business  Tax  Act  provides  N.J.S.A.  54 :11B-19,  that  collection 
pnd  enforcement  of  the  tox  shall  be  subject  to  the  nrovisions  of  the  Stnte  Tnx  Frilform 
Procedure  Law,  N.J.S.A.  54  :48-l  et  seq.  The  procedure  followed  here  accords  with  that 
st'tMte.  The  filinjr  of  a  certificate  of  debt  hns  the  effect  of  a  judgment. 

*The  act,  N.J.S.A.  54  :llB-20(a),  empowers  the  Director  to  adopt  rules  and  regula- 
tions appropriate  to  the  carrying  out  of  the  statute  and  its  purposes.  Pursunnt  thereto, 
the  Director  Issued  Ruling  No.  2  in  December  1967.  relating  to  the  application  of  the 
act  to  the  legal  profession,  which  excludes  from  gross  receipts  of  a  lawyer  amounts  re- 
ceived from  a  client  in  reimbursement  of  disbursements  advanced  and  thnt  portion  of  a 
fee  received  which  Is  paid  to  nnother  member  of  the  bar  based  upon  a  division  of  service 
or  responsibility  In  the  particular  matter. 
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of  the  business  conKmunity  which  would  otherwise  escape  all  or  most  business 
taxes.  This  U  particularly  true  of  professional  and  service  areas.  The  Committee 
considered  using  a  net  income  approach  rather  than  gross  receipts  but  concluded 
that  such  an  approach  would  be  entirely  too  cumbersome  considering  the  low 
rates  and  yields  involved.  At  the  levels  suggested,  it  did  not  appear  that  a  gross 
receipts  approach  would  be  unduly  burdensome  (Emphasis  added). 

[1]  We  think  it  is  clear  beyond  any  possible  doubt,  in  light  of  this  background 
and  the  precise  language  of  the  statute,  that  the  Legislature  intended  the  act  to 
cover  fees  received  from  the  practice  of  the  professions,  including  the  law,  as 
well  as  receipts  from  mercantile  and  other  commercial  enterprises.  The  defini- 
tion section,  N.J.S.A.  54:1125-2,  defines  the  terms  for  the  purpose  of  and  as  used 
in  all  other  sections,  including  that  imposing  the  tax,  N.J.S.A.  54:llB-3.  So, 
throughout  the  act,  the  effect  is  that  "unincorporated  business,"  upon  the  gross 
receipts  of  which  the  tax  is  imposed,  includes  "any  *  *  *  profession  *  *  * 
practiced  for  profit,*'  and  "gross  receipts"  means  "all  receipts,  of  whatever  kind 
and  in  whatever  form,  derived  by  an  unincorporated  business."  The  "profit" 
requirement  is  intended  to  distinguish  and  exclude  receipts  from  unincorporated 
entities  conducted  for  charitable,  benevolent  and  like  purixxses.  In  this  sense  a 
profession  is  certainly  practiced  "for  profit"  within  the  intendment  of  the  law. 
We  fail  to  see  any  iK>ssible  interpretation  which  could  exclude  coverage  of  fees 
received  by  lawyers  or  memibers  of  other  professions. 

The  suggestion  that  we  should  declare  only  the  same  coverage  to  be  imposed  as 
that  required  under  New  York's  counterpart  statute  is  definitely  without  merit. 
Indeed,  it  cuts  the  other  way,  for  the  New  York  statute,  in  its  definition  section, 
expressly  says  that  "the  practice  of  law,  medicine,  dentistry  or  architecture,  and 
the  practice  of  any  other  profession  in  which  capital  is  not  a  material  income 
producing  factor  *  *  *  shall  not  be  deemed  an  unincorporated  business."  Art. 
23— Unincorporated  Business  Income  Tax  (L.1960,  c.  564),  N.Y.  Tax  Law 
§  703(c)    (McKinney's  Consol.  Laws,  c.  1966). 

[2,  3]  Petitioner's  constitutional  contention,  substantially  withdrawn  at  oral 
argument,  completely  lacks  substance.  It  is  quite  elementary  that  Const.1947, 
Art.  VIII,  sec.  I,  part.  1,  providing  that  "property  shall  be  asessed  for  taxation 
under  general  laws  and  by  uniform  rules,"  applies  only  to  property  taxes  and 
not  to  excises.  Jersey  Central  Power  &  Light  Co.  v.  City  of  Asbury  Park,  128 
N.J.L.  141,  14.5,  29  A.  2d  526  (Sup.Ct.l942),  aff'd  o.  b.  Jersey  Central  Power  v^- 
Light  Co.  V.  Monmouth  County  Board  of  Taxation,  129  N.J.L.  253,  29  A.2d  139 
(EV  &  A.1942).  In  any  event,  the  act  involved  here  is  a  general  law  and  specifices 
uniform  rules  of  application  with  respect  to  all  taxpayers  classified  within  the 
definition  of  an  "unincorporated  business."  Also,  we  see  no  constitutional  or 
other  legal  objection  to  a  tax  measured  by  gross  receipts  rather  than  by  net 
income.  Most  New  Jersey  taxes,  e.g.,  the  local  property  tax,  are  in  no  way 
dependent  upon  the  net  income  of  the  tax  payer.  C^ross  receipts  are  a  commonly 
accepted  basis  of  taxation,  which  the  Legislature  can  very  properly  utilize.  See 
e.g.  public  utilities  gross  receipts  tax,  N.J.S.A.  54  :13-11  et  seq.,  and  54  :30A-49 
et  seq.;  insurance  companies  gross  premiums  tax,  N.J.S.A.  54 :18A-1  et  seq. 
This  argument,  as  well  as  the  real  thrust  of  petitioner's  other  contentions  ear- 
lier discussed,  indicates  his  actual  objection  to  be  that  a  gross  receipts  tax  is 
somehow  ill-fitting  and  unbecoming  to  the  practice  of  law  and  other  professions. 
That  is  a  matter  for  legislative  and  not  judicial  resolution. 

[4]  Petitioner  finally  attacks  the  filing  of  the  certificate  of  debt  in  an  estimated 
amount  and  the  entry  of  judgment  thereon  (see  footnote  (2) )  as  a  violation  of 
due  process,  because  done  without  assessment  of  the  true  amount  of  tax  (pre- 
vented because  a  proper  return  was  not  filed)  and  without  notice  and  hearing. 
The  same  contention  was  made  and  rejected  with  reference  to  an  analogoui=; 
tax  enforcement  statute  (N.J.S.A.  .54:29A-57)  in  N.Y.,  Susquehanna  and  W.R.R. 
Co.  V.  Vermeulen,  44  N.J.  491,  500-501,  210  A.2d  214  (1965),  on  the  basis  that  the 
taxpayer  may  nonetheless  continue  to  pursue  his  administrative  and  judicial 
remedies  with  respect  to  taxability  and  the  amount  thereof.  We  see  no  distinc- 
tion in  the  instant  case.  The  question  is  academic,  however,  because  the  Director 
agreed  at  oral  argument  that,  if  petitioner  loses  this  case,  he  will  have  the 
opportunity  to  file  a  proper  return  and  pay  the  tax  called  for.  upon  which  event 
we  assume  the  certificate  of  debt  and  judgment  will  be  cancelled. 

The  judsrment  of  the  Division  of  Tax  Appeals  is  affirmed,  with  leave  to  peti- 
tioner to  file  a  proper  return  and  pay  the  tax  assessed  thereon,  plus  any  appro- 
priate interest,  within  30  days  from  the  date  of  filing  of  this  opinion. 

For  affirmance :  Chief  Justice  Weixtraub  and  Justices  Jacobs,  Francis,  Proc- 
tor. Hall,  and  Schettino — 6. 

For  reversal :  None. 
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Supreme  Court  of  New  Mexico 

September  14, 1937 

On  Rehearing  January  17, 1938 ;  76  Pacific  2d  6 ;  42  N.M.  115 

LouGEE  V.  New  Mexico  Bubeau  op  Revenue  Commissioner  et  al. 

No.  4261. 
i.  ConstitutioncU  law  55 

The  I«egislature  may  not  deprive  the  district  court  of  power  to  issue  writs  of 
injunction  unless  it  provides  an  adequate  remedy  at  law  as  a  substitute.  Const, 
art.  6,  §  13. 

2.  Constitutional  law  55,  106 

Although  the  Legislature  may  not  deprive  the  district  court  of  power  to  issue 
injunctions  in  proper  cases,  a  litigant  has  no  vested  right  in  the  remedy,  and  its 
use  may  be  limited  if  a  plain,  speedy,  and  adequate  remedy  at  law  is  provided. 
Const,  art.  6,  §  13. 

5.  Taxation  608(2) 

The  courts  are  reluctant  to  interfere  with  the  collection  of  taxes  by  injunction, 
and  the  use  of  the  means  provided  by  law  for  the  collection  of  taxes  will  not  be 
enjoined  merely  because  the  tax  is  allegedly  void  unless  exceptional  circumstances 
with  respect  to  the  operation  of  the  statute  imposing  the  tax  also  appear  which 
will  bring  the  case  within  some  acknowledged  head  of  equity  jurisprudence.  Const. 
art.  6,  §  13. 

4.  Taxation  603(11) 

A  litigant  should  not  be  required,  even  in  tax  cases,  to  file  a  dozen  or  more  suits 
to  protect  a  single  right,  as  respects  the  right  to  equitable  relief. 

5.  Equity  51(2) 

Generally  the  jurisdiction  of  equity  to  avoid  a  multiplicity  of  suits  at  law  is 
restricted  to  cases  where  there  would  otherwise  be  some  necessity  for  the  main- 
tenance of  numerous  suits  between  the  same  parties  involving  the  same  issues  of 
law  or  fact,  and  does  not  extend  to  cases  where  there  are  numerous  parties  plain- 
tiff or  defendant  and  the  issues  between  them,  and  the  adverse  party  are  not 
necessarily  identical. 

6.  Licenses  35 

An  attorney  who  objected  to  payment  of  a  privilege  tax  on  ground  that  statute 
was  unconstitutional  under  which  tax  was  to  be  paid  each  30  days,  and  under 
which  it  was  necessary  for  taxpayer  to  institute  an  action  each  60  days  to  recover 
payments  made  under  protest  until  final  determination,  was  entitled  to  test  the 
constitutionality  of  the  act  by  injunction  notwithslanding  statute  provided  that 
objection  to  legality  of  the  tax  should  be  made  by  action  to  recover  tax  after  pay- 
ment thereof  under  protest,  rather  than  by  suit  to  restrain  collection,  since  legal 
remedy  was  inadequate.  Laws  1935,  c.  73,  §§  201,  804,  309,  312,  313,  316 ;  Const,  art. 

6.  §  13. 

7.  lAcenses  30 

"Estimate,"  as  used  in  privilege  tax  law  providing,  that,  upon  taxpayer's  neglect 
to  make  a  return,  the  Tax  Commission  shall  make  an  "estimate"  based  upon  an 
examination  of  the  taxpayer's  books,  or  any  information  in  its  possession,  and 
upon  the  basis  of  the  estimated  amount  shall  compute  and  assess  the  tax  payable 
by  the  delinquent  taxpayer  is  used  in  the  sense  of  "ascertain"  or  "compute."  Laws 
1935,  c.  73,  §  309. 

8.  Licenses  7(1) 

Privilege  tax  statute  was  not  unconstitutional  because  of  provision  therein  that^ 
upon  taxpayer's  failure  to  make  return,  the  Tax  Commission  should  make  an  esti- 
mate based  upon  an  examination  of  the  taxpayer's  books  of  the  amount  of  gross 
receipts  and  compute  and  assess  the  tax  on  the  basis  of  the  estimated  amount, 
since  the  tax  was  levied  by  the  statute  and  taxpayer  could  not  complain  even  at 
an  estimated  tax  if  he  in  fact  owed  it.  Laws  1935,  c.  73,  §§  201,  309. 
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9.  Taxation  -^i,  194 

A  precise  equality  in  taxation  is  not  required  and  state  may  select  its  subjects 
of  taxation  and  grant  exemptions. 

10.  Licenses  7{1) 

Privilege  tax  law  was  not  unconstitutional  as  arbitrary  and  discriminatory  as 
applied  to  a  lawyer  because  it  imposed  a  tax  on  lawyers  whose  compensation  was 
received  in  the  form  of  fees  but  exempted  wage  earners  and  salaried  employees, 
which  class  might  include  a  few  lawyers.  Laws  1935,  c.  73,  §§  201,  212. 

11.  Attorney  and  client  28 

Lawyers  are  not  entitled  to  exemption  from  payment  of  a  privilege  tax  merely 
because  lawyers  are  oflScers  of  the  court,  or  because  the  profession  is  allegedly 
not  a  money-getting  business.  Laws  1935,  c.  73,  §§  201,  212,  304,  309,  312,  313,  316. 

Appeal  from  District  Court,  Bernalillo  County ;  Fred  E.  Wilson,  Ju4ge. 

Injunction  proceeding  by  George  Lougee  against  the  New  Mexico  Bureau  of 
Revenue  Commissioner  and  another.  Judgment  for  defendants,  and  plaintiff 
appeals. 

AflBrmed. 

Eugene  D.  Lujan,  of  Los  Lunas,  and  M.  I.  McGuinness  and  George  Lougee,  both 
of  Albuquerque,  for  appellant. 

Frank  H.  Patton,  Atty.  Gen.,  and  J.  R.  Modrall,  Richard  E.  Manson,  and  Fred 
J.  Federici,  Asst.  Attys.  Gen.,  for  appellees. 

Brice,  Justice. 

The  Legislature  of  the  state  of  New  Mexico  for  the  year  of  1934  enacted  chap- 
ter 7,  Sp.Sess,  entitled  :  "An  Act  to  Provide  for  the  Raising  of  Revenue  for  Emer- 
gency School  Purposes  by  Imposing  an  Excise  Tax  Upon  the  Engaging  or  Con- 
tinuing in  Business,  Professions,  Trades  and  Callings  For  Profit  in  This  State ; 
Providing  For  the  Levy,  Assessment  and  Collection  of  Said  Tax :  Providing  For 
the  Distribution  of  the  Taxes  So  Collected  and  Making  an  Appropriation  of  the 
Same;  Making  Appropriations  For  the  Administration  of  This  Act,  and  For 
Refunds  of  Taxes  Unlawfully  Collected ;  Providing  Penalties  For  the  Violation 
of  the  Provisions  of  This  Act :  Repealing  Chapter  72,  and  115  of  the  New  Mexico 
Session  Laws  of  1933,  and  Declaring  an  Emergency." 

By  chapter  73  of  the  New  Mexico  Laws  of  1935  the  Legislature  enacted  a  new 
revenue  law  with  substantially  the  same  title  and,  in  so  far  as  this  case  is  con- 
cerned, to  the  same  effect.  The  portions  of  the  1935  law  material  to  this  case  (and 
th'^se  of  1934  are  exactly  the  same)  are  as  follows : 

"Section  201.  There  is  herebv  levied,  and  shall  be  collected  by  the  Tax  Commis- 
'  'on,  privilege  taxes,  measured  by  the  amount  or  volume  of  business  done,  against 
the  persons,  on  account  of  their  business  activities,  engaging  or  continuing,  within 
the  State  of  New  Mexico,  in  any  business  as  herein  defined,  and  in  the  amounts 
determined  by  the  application  of  rates  against  gross  receipts,  as  follows :  ♦  ♦  ♦ 

"H.  At  an  amount  equal  to  two  per  cent  of  the  gross  receipts  of  any  person  en- 
gaging or  continuing  in  the  practice  of  any  profession,  or  of  any  business  in  which 
the  service  rendered  is  of  a  professional,  technical  or  scientific  nature  and  is  paid 
for  on  a  fee  basis,  or  by  a  consideration  in  the  nature  of  a  retainer." 

"Section  304.  All  taxes  levied  hereunder  shall  be  due  and  payable  in  monthly 
installments  on  or  before  the  15th  day  of  the  month  next  succeeding  the  month 
In  which  the  taxes  accrue.  The  taxpayer,  on  or  before  the  15th  day  of  the  month 
next  succeeding  the  month  in  which  the  tax  accrues,  shall  make  out  and  file  with 
the  Tax  Commission  a  return  for  the  preceding  month  in  such  form  as  may  be 
prescribed  by  the  Tax  Commission,  showing  the  nature  of  the  business  engaged 
m  by  the  taxpayer,  the  gross  receipts  of  the  taxpayer  for  the  period  covered  by 
^he  return,  and  amount  of  the  tax  for  such  period,  and  such  additional  informa- 
tion «s  the  Tax  Commission  may  deem  necessary  for  the  proper  administration 
of  this  act.  The  taxpayer  shall  accompany  the  return  with  a  remittance  of  the 
amount  of  tax  due.  *  *  * 

"Section  300.  If  anv  taxpayer  neglects  or  refuses  to  mnke  a  return  as  required 
bv  this  act.  the  Tax  Commission  shall  make  an  estimate  based  upon  an  examina- 
tion of  the  taxpayer's  books  and  records,  or  upon  any  information  in  its  posses- 
sion, or  that  mRv  come  into  its  possession,  of  the  amount  of  the  gross  re^eints 
of  the  delinquent  taxpayer  for  the  neriod  in  resneot  to  which  hp  has  failed  to 
make  re^-urn,  and  unon  the  bnsi«  '^f  said  estimated  amonnf  shall  oomnute  and 
assess  the  tax  payable  by  the  delinquent  taxpayer,  adding  to  the  sum  thus 
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arrived  at  a  penalty  equal  to  50%  thereof,  together  with  interest  at  the  rate  of 
1%  per  month  on  the  tax  and  penalty  from  the  date  the  tax  was  due.  Promptly 
thereafter  the  Tax  Commmission  shall  give  the  delinquent  taxpayer  written 
notice  of  such  estimated  tax,  penalty  and  interest,  which  notice  shall  be  served 
personally  or  by  mail. 

♦  *  *  *  «  «  * 
"Section  313.  No  injunction  or  writ  of  mandamus,  or  other  legal  or  equitable 

process,  shall  issue  in  any  suit,  action  or  proceeding  in  any  court  of  this  state, 
or  against  any  officer  thereof,  to  prevent  or  enjoin  the  collection  of  any  tax, 
penalty  or  interest  under  this  act;  but  after  payment  of  any  such  tax,  penalty 
or  interest  under  protest,  which  protest  shall  be  duly  verified  by  oath  and  shall 
set  forth  the  grounds  of  objection  to  the  legality  of  the  tax,  the  taxpayer  may 
bring  action  against  the  Tax  Commission  in  the  District  Court  of  Santa  Fe 
County  for  the  recovery  of  any  tax,  interest  or  penalty  so  paid  under  protest.  No 
such  action  shall  be  instituted  more  than  sixty  days  after  such  payment  under 
protest  is  made,  and  failure  to  bring  such  suit  within  said  sixty  days  shall  con- 
stitute a  waiver  of  said  protest  and  of  all  claims  against  the  State  on  account  of 
any  illegality  in  the  tax  so  paid.  No  grounds  of  illegality  of  the  tax  shall  be 
considered  by  the  court  other  than  those  set  forth  in  the  protest  filed  at  the  time 
payment  is  made.  Appeals  from  the  final  judgment  of  the  District  Court  may  be 
taken  to  the  Supreme  Court  by  either  party  in  the  same  manner  as  appeals  in 
civil  cases  are  taken. 

♦  *  *  *  *  «  * 
"Section  316.  If  any  tax,  or  any  portion  thereof,  or  any  interest  or  penalty,  im- 
posed by  this  act  be  not  paid  within  thirty  days  after  the  same  becomes  due,  the 
Tax  Commission  shall  issue  a  warrant  under  its  official  seal,  directed  to  the 
sheriff  of  any  county  of  the  state  commanding  him  to  levy  upon  and  sell  the  real 
and  personal  property  of  the  person  owing  the  same,  found  within  his  county,  for 
the  payment  of  the  amount  due,  and  an  added  amount  of  ten  per  centum  of  the 
tax  in  addition  to  any  other  penalties  imposed,  and  interest,  and  cost  of  executing 
the  warrant,  and  to  return  such  warrant  to  the  Tax  Commission  and  pay  to  it  the 
money  collected  by  virtue  thereof,  by  the  time  to  be  therein  specified,  not  more 
than  thirty  days  from  the  date  of  warrant. 

"The  sheriff  to  whom  such  warrant  is  directed  shall,  within  five  days  after 
the  receipt  of  the  same,  file  with  the  county  clerk  of  his  county  a  copy  thereof 
(for  which  said  clerk  shall  make  no  charge),  and  thereupon  the  county  clerk 
shall  record  the  same  on  his  records  and  the  day  when  such  copy  is  filed.  There- 
upon the  amount  of  the  w^arrant  so  filed  and  entered  shall  become  a  lien  upon  all 
property,  real  and  personal,  of  the  person  against  whom  it  is  issued,  including 
choses  in  action,  except  negotiable  instruments  not  past  due.  The  sheriff  there- 
upon shall  levy  upon  any  property  of  the  taxpayer,  including  negotiable  instru- 
ments, and  said  property  so  levied  on  shall  be  sold  in  all  respects,  with  like 
eft'ect,  and  in  the  same  manner  as  is  prescribed  by  law  in  respect  to  executions 
against  property  upon  judgments  of  a  court  of  record,  and  the  remedies  of 
garnishment  shall  apply.  The  officer  shall  be  entitled  to  the  same  fees  for  his 
services  in  executing  the  warrant  as  now  allowed  by  law  for  like  services  to 
be  collected  in  the  same  manner  as  now  provided  by  law  for  like  services." 

The  appellant  is  an  attorney  at  law  practicing  his  profession  in  the  city  of 
Albuquerque,  Bernalillo  county,  N.  M.  He  refused  to  make  any  return  of  the 
moneys  received  by  him  on  account  of  his  practice  of  law  for  the  period  from 
December  1,  1934,  to  July  31,  1935,  and  failed  to  pay  any  tax  imposed  by  chapter 
7,  Laws  1934  (Sp.  Sess.),  and  chapter  73,  Laws  1935,  for  said  period  of  time. 
The  Bureau  of  Revenue  of  the  state  of  New  Mexico  made  an  estimate,  based 
upon  certain  information  in  its  possession,  of  the  amount  of  the  gross  receipts  of 
appellant  during  said  time  and  fixed  the  total  of  the  estimated  tax,  penalty, 
and  interest  for  such  time  at  $75,  and  gave  appellant  notice  thereof,  but  that 
he  took  no  action  with  reference  thereto.  Thereafter,  on  December  20,  1935, 
the  Bureau  of  Revenue  issued  a  warrant  under  its  official  seal,  directed  to  the 
sheriff  of  Bernalillo  county,  commanding  him  to  levy  upon  and  sell  the  real  and 
personal  property  of  the  appellant  for  the  amount  of  the  tax.  Thereupon  ap- 
pellant instituted  this  action  in  the  district  court  of  Bernalillo  county  and  secured 
a  temporary  restraining  order  restraining  the  appellees  from  taking  any  steps 
to  collect  the  tax,  upon  the  alleged  ground  that  the  tax  was  void  upon  constitu- 
tional grounds. 
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Upon  hearing  appellant's  petition  for  an  injunction  to  restrain  the  collection 
of  the  tax  was  dismissed  and  judgment  rendered  in  favor  of  the  appellees,  from 
which  this  appeal  is  prosecuted. 

It  is  specifically  provided  by  section  313  of  the  act  of  1935,  and  section  314 
of  the  act  of  1934,  that  this  character  of  action  shall  not  be  brought.  A  remedy 
is  provided  by  section  313  of  the  Laws  of  1935,  and  section  314  of  the  Laws  of 
1934,  to  determine  the  legality  or  constitutionality  of  the  law,  or  the  levy  of  the 
tax  by  an  action  for  that  purpose,  after  the  payment  of  the  tax  under  protest. 
That  such  a  law  is  constitutional  has  been  determined  in  a  number  of  cases. 

In  Snyder  v.  Marks,  109  U.S.  189,  3  S.  Ct.  157,  160,  27  L.  Ed.  901,  the  court 
said  with  reference  to  the  collection  of  a  tax  assessed  by  the  Commissioner  of 
Internal  Revenue  against  a  manufacturer  of  tobacco,  under  a  statute  which  pro- 
vided no  suit  for  the  purpose  of  restraining  the  asse^sm^nt  or  collection  of  such 
tax  shall  be  maintained  in  any  court :  "The  inhibition  of  section  3224  I^tfU.S.C.A. 
§  1543]  applies  to  all  assessments  of  taxes,  made  under  color  of  their  oflSces,  by 
internal  revenue  officers  charged  with  general  jurisdiction  of  the  subject  of  assess- 
ing taxes  against  tobacco  manufacturers.  The  remedy  of  a  suit  to  recover  back  the 
tax  after  it  is  paid  is  provided  by  statute,  and  a  suit  to  restrain  its  collection  is 
forbidden.  The  remedy  so  given  is  exclusive,  and  no  other  remedy  can  be  substi- 
tuted for  it.  Such  has  been  the  current  of  decisions  in  the  circuit  courts  of  the 
United  States,  and  we  are  satisfied  it  is  a  correct  view  of  the  law.'* 

The  state  of  Arizona  has  the  following  provision  in  its  tax  law:  "No  person 
upon  whom  a  tax  has  been  imposed  under  any  law  relating  to  taxation  shall  be 
permitted  to  test  the  validity  thereof,  either  as  plaintiff  or  defendant,  unless  such 
tax  shall  first  have  been  paid  to  the  proper  county  treasurer,  together  with  all 
penalties  thereon.  No  injunction  shall  ever  issue  in  any  action  or  proceeding  in 
any  court  against  this  state,  or  against  any  county,  municipality,  or  officer  thereof, 
to  prevent  or  enjoin  the  collection  of  any  tax  levied.  After  payment  an  action 
may  be  maintained  to  recover  any  tax  illegally  collected,  and  if  the  tax  due 
shall  be  determined  to  be  less  than  the  amount  paid,  the  excess  shall  be  refunded 
in  the  manner  hereinbefore  provided."  Rev.  Code  1928,  §  3136. 

The  Supreme  Court  of  Arizona,  in  State  Tax  Commission  v.  Board  of  Sui)er- 
visors,  43  Ariz.  156,  29  P.2d  733,  739,  in  construing  said  statute,  stated  :  "This  court 
has  held,  Yuma  County  v.  Arizona  &  Swiansea  R.  R.  Co.,  supra  [30  Ariz.  27,  243 
P.  907],  that  under  this  section  any  taxpayer  may  test  the  validity  of  a  tax  upon 
any  ground  upon  which  he  has  not  had  an  opportunity  to  be  heard  under  other 
provisions  of  law,  and  this  would  clearly  include  an  increase  in  one's  assessment 
made  pursuant  to  an  order  of  the  tax  commission  at  a  time  when  it  was  not  pos- 
sible for  him  to  have  a  hearing  thereon.  It  is  claimed,  however,  that  because  this 
flection  requires  the  payment  of  the  tax  before  the  taxpayer  is  i)ermitted  to  test 
its  validity,  it  deprives  him  of  his  property  without  a  hearing  and,  therefore,  does 
not  constitute  due  process  of  law.  It  occurs  to  us  that  if  the  taxpayer  has  the 
right  to  recover  in  an  action  at  law  any  i)ortion  of  the  tax  he  thinks  has  been 
illegally  collected  he  is  given  a  hearing  thereon  that  satisfies  due  process." 

The  same  question  arose  in  the  case  of  National  Loan  &  Exchange  Bank  et  al. 
V.  Jones  et  al.,  103  S.C.  80,  87  S.E.  482,  483,  in  which  the  court  stated :  "The  stat- 
utes of  this  state  provide  an  adequate  remedy,  i.e.,  a  payment  of  the  disputed 
tax  under  protest  and  a  suit  for  recovery  of  the  tax  unlawfully  paid.  ♦  ♦  ♦  An 
adequate  remedy  is  provided  for  those  who  pay  under  protest,  and  the  order  of 
injunction  and  mandamus  are  overruled,  and  the  judgments  appealed  from 
reversed." 

A  similar  question  arising  under  the  laws  of  Tennessee  was  disposed  of  by  the 
Supreme  Court  of  the  United  States  as  follows  in  Shelton  v.  Piatt,  139  U.S.  591, 
11  S.Ct.  646,  648,  35  L.Ed.  273  : 

"Under  that  act,  where  an  officer  charged  by  law  with  the  collection  of  revenue 
duo  the  state  takes  any  steps  for  the  collection  of  the  same,  a  party  conceiving 
the  tax  to  be  unjust  or  illegal  may  pay  it  under  protest,  and  sue  the  officer  to  re- 
cover the  money  back,  and,  if  the  court  determines  that  it  was  wrongfully  col- 
lected, then,  upon  its  certificate  to  that  effect,  the  comptroller  'shall  issue  his 
warrant  for  the  same,  which  shall  be  paid  in  nreference  to  other  claims  on  the 
treasury.'  And  the  act  further  provides  that  there  shall  be  no  other  remedy  in 
any  case  of  the  collection  of  revenue,  and  no  writ  for  the  prevention  of  such  col- 
lection or  to  hinder  and  delay  it  shall  in  any  wise  issue,  either  injunction,  super- 
sedeas, prohibition,  or  any  other  writ  or  process  whatever. 
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"This  act  has  been  sanctioned  and  applied  by  the  courts  of  Tennessee.  [Au- 
thorities]. It  is,  as  counsel  observe,  similar  to  the  act  of  Congress  forbidding  suit 
for  the  purpose  of  restraining  the  assessment  or  collection  of  taxes  under  the  in- 
ternal revenue  laws,  in  respect  to  which  this  court  held  that  the  remedy  by  suit 
to  recover  back  the  tax  after  payment,  provided  for  by  the  statute,  was  exclusive, 
{Authority].  Legislation  of  this  character  has  been  called  for  by  the  embarass- 
nients  resulting  from  the  improvident  employment  of  the  writ  of  injunction  in 
arresting  the  collection  of  the  public  revenue ;  and,  even  in  its  absence,  the  strong 
arm  of  the  court  of  chancery  ought  not  to  be  interposed  in  that  direction,  except 
where  resort  to  that  court  is  grounded  upon  the  settled  principles  which  govern 
its  jurisdiction." 

The  remedy  by  injunction  was  not  open  to  appellant.  The  law  gave  him  a 
remedy  which  he  chose  to  ignore. 

The  judgment  of  the  district  court  is  aflSrmed. 

It  is  so  ordered. 

Hudspeth,  C.  J.,  and  Sadler  and  Bickley,  J.  J.,  concur. 

ZiNN,  J.,  did  not  participate. 

ON    REHEABINO 

Brice,  Justice. 

The  point  upon  which  this  case  was  decided  originally  was  not  raised  by  the 
appellees  in  this  court.  Appellant  now  urges  that  the  statutory  remedy  is  not 
adequate ;  and,  for  constitutional  and  other  reasons  hereafter  stated,  the  remedy 
by  injunction  was  open  to  him. 

( 1 )  The  taxes  are  due  and  payable  in  monthly  installments. 

(2)  The  taxpayer  is  required  to  file  with  the  Tax  Commission  his  return  on 
or  before  the  15th  day  of  each  month  on  business  transacted  the  preceding  month, 
and  accompany  the  return  with  a  remittance  of  the  amount  of  tax  due. 

(3)  If  any  taxpayer  neglects  or  refuses  to  make  a  return,  the  Tax  Commission 
.shall  make  an  estimate,  based  upon  an  examination  of  the  taxpayer's  books  and 
records,  or  upon  any  information  in  its  possession,  of  the  amount  of  the  gross 
receipts,  etc.,  of  the  delinquent  taxpayer,  and  upon  such  estimate  assess  the  tax 
and  a  penalty  equal  to  50  per  cent,  thereof ;  with  interest  of  1  per  cent  per  month 
on  tax  and  penalty,  from  the  date  the  tax  is  due. 

(4)  If  the  taxpayer  fails  to  file  his  return,  accompanied  by  a  remittance  on 
the  day  the  same  is  required  to  be  filed,  the  taxpayer  may  be  subject  to  a  penalty 
of  1  percent  of  the  tax  for  each  day  of  such  delay. 

(5)  The  tax  is  due  and  payable  by  the  taxpayer  within  five  days  after  the 
service  on  the  taxpayer  of  the  notice  of  the  assessment  of  the  tax,  which  may  be 
.served  in  person  or  by  mail. 

(6)  If  the  taxpayer  remits  less  than  the  amount  due,  he  shall  pay  the  de- 
ficiency with  interest  at  1  percent  a  month  from  the  time  it  is  due  until  paid. 

If  the  failure  to  pay  any  part  of  such  deficiency  is  found  by  the  Tax  Commis- 
sion to  be  due  to  the  negligence  of  the  taxpayer  without  the  intent  to  evade  the 
tax,  10  percent  of  the  amount  of  the  deficiency,  together  with  1  percent  interest 
per  month  thereon,  shall  be  added. 

If  the  Tax  Commission  shall  find  that  such  failure  to  remit  was  due  to  intent 
to  evade  the  tax,  there  shall  be  added  to  the  tax  50  percent  of  the  total  amount 
of  the  deficiency,  with  interest  at  1  percent  per  month. 

(7)  In  case  the  Tax  Commission  is  not  satisfied  with  the  return  and  payment 
of  tax  made  by  the  taxpayer,  it  may  make  an  additional  assessment  based  upon 
the  return,  or  other  information  it  may  have,  and  add  thereto  a  penalty  equal  to 
50  percent  of  the  additional  tax,  together  with  interest  on  the  additional  tax  and 
penalty  at  1  percent  per  month. 

(8)  If  any  tax  or  portion  thereof,  or  any  interest  or  penalty,  is  not  paid  within 
thirty  days  after  the  same  becomes  due,  the  Tax  Commission  shall  issue  a  war- 
rant under  its  official  seal,  directed  to  the  sheriff  of  any  county  of  the  state,  com- 
manding him  to  levy  upon  and  sell  the  real  and  personal  property  of  the  taxpayer 
for  the  payment  of  the  tax,  penalty,  interest,  and  costs  due,  together  with  ad- 
ditional penalty  of  10  percent  of  the  tax. 

(9)  The  sheriff  is  required  to  within  five  days  file  a  copy  thereof  with  the 
county  clerk,  who  shall  record  the  same  in  his  records ;  and  thereupon  the 
amount  of  the  warrant  so  filed  and  entered  shall  become  a  lien  upon  all  property, 
real  and  personal,  excepting  choses  in  action  not  due,  of  the  person  against 
whom  it  is  issued. 

(10)  The  sheriff  is  authorized  to  levy  upon  any  of  the  property  of  the  tax- 
payer, including  negotiable  instruments,  and  sell  the  same  in  the  same  manner 
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prescribed  by  law  for  sales  of  property  under  executions  issued  upon  judgments 
of  a  court  of  record. 

(11)  The  Tax  Commission  is  authorized,  if  it  deems  it  necessary  to  insure  com- 
pliance with  the  provisions  of  the  act,  to  require  any  person  subject  to  the  tax 
to  deposit  with  it  security  to  guarantee  the  payment  thereof,  which  security  may 
be  sold  at  public  sale  to  enforce  collection. 

(12)  If  the  taxpayer  pays  an  amount  in  excess  of  that  properly  due  by  him, 
the  excess  is  credited  by  the  Tax  Commission  against  any  tax  or  installment 
thereafter  due  by  the  taxpayer  under  the  provisions  of  the  act. 

(13)  In  addition  to  the  summary  remedies  given  the  State  Tax  Commission  for 
the  collection  of  the  tax,  penalties,  and  interest  which  we  have  stated,  the  act 
provides  that  they  shall  become  a  personal  debt  due  from  the  taxpayer  to  the 
state  of  New  Mexico,  and  may  be  collected  by  suit  in  the  district  court. 

(14)  In  addition  to  the  penalties  which  we  have  set  out,  it  is  provided  that 
any  person  required  to  make,  render,  sign,  or  verify  any  return  or  report,  who 
makes  any  false  or  fraudulent  return  with  the  intent  to  defeat  or  evade  the  col- 
lection of  the  tax,  etc.,  shall  be  deemed  guilty  of  perjury,  and  shall  be  imprisoned 
in  the  state  penitentiary  for  not  more  than  five  years  or  less  than  two  years; 
and,  in  case  of  a  corporation,  be  fined  not  more  than  $5,000. 

Also,  that  any  i)erson  who  fails  or  refuses  to  make  a  return,  or  fails  to  furnish 
data  required  by  the  act,  or  violates  any  provision  of  the  act  for  which  no  punish- 
ment is  otherwise  provided,  shall  be  punished  by  a  fine  of  not  more  than  $500  or 
be  imprisoned  for  not  more  than  three  months,  or  both. 

The  statutory  remedies  of  the  taxpayer  are  provided  by  sections  312  and  313 
of  the  act,  as  follows : 

'^Section  312.  If  any  taxpayer  feels  aggrieved  by  any  action  under  this  Act 
taken  by  the  Tax  Commission,  he  may  apply  to  the  Tax  Commission  by  petition 
in  writing,  within  thirty  days,  or  such  additional  time  as  may  be  allowed  by  the 
Tax  Commission,  after  the  notice  of  such  action  is  mailed  to  him,  for  a  hearing 
and  a  correction  of  the  action  taken  by  the  Tax  Commission,  in  which  petition  he 
shall  set  forth  the  reasons  why  a  hearing  should  be  granted  him  and  the  amount 
in  which  any  tax  should  be  reduced.  The  Tax  Commission  shall  promptly  consider 
such  petition,  and  may  grant  such  hearing  or  deny  the  same.  If  denied,  the  peti- 
tioner shall  be  forthwith  notified  thereof  personally  or  by  mail.  If  granted,  the 
Tax  Commission  may  make  such  order  in  the  matter  as  may  appear  to  it  just 
and  lawful,  and  shall  furnish  a  copy  of  such  order  to  the  petitioner. 

"Section  313.  No  injunction  or  writ  of  mandamus,  or  other  legal  or  equitable 
process,  shall  issue  any  suit,  action  or  proceeding  any  court  of  this  state,  or 
against  any  ofiicer  thereof,  to  prevent  or  enjoin  the  collection  of  any  tax,  penalty 
or  interest  under  this  act ;  but  after  payment  of  any  such  tax,  penalty  interest 
under  protests,  which  protest  shall  be  duly  verified  by  oath  and  shall  set  forth  the 
grounds  of  objection  to  the  legality  of  the  tax,  the  taxpayer  may  bring  action 
against  the  Tax  Commission  in  the  District  Court  of  Santa  Fe  County  for  the 
recovery  of  any  tax,  interest  or  penalty  so  paid  under  protest.  No  such  action 
shall  be  instituted  more  than  sixty  days  after  such  payment  under  protest  is 
made,  and  failure  to  bring  such  suit  within  said  sixty  days  shall  con- 
stitute a  waiver  of  said  protest  and  of  all  claims  against  the  State  on  account  of 
any  illegality  in  the  tax  so  paid.  No  grounds  of  illegality  of  the  tax  shall  be  con- 
sidered by  the  court  other  than  those  set  forth  in  the  protest  filed  at  the  time  pay- 
ment is  made.  Appeals  from  the  final  judgment  of  the  District  Court  may  be  taken 
to  the  Supreme  Court  by  either  party  in  the  same  manner  as  appeals  in  civil  cases 
are  taken." 

Appellees  contend  that  section  313  of  the  statute  (just  quoted)  deprives  the 
district  court  of  all  jurisdiction  to  enjoin  the  collection  of  the  tax  or  any  proceed- 
ings authorized  by  the  acts  under  discussion,  and  cite  certain  cases  which  will  be 
reviewed. 

Chamblee  v.  Tribble,  23  S.C.  70,  seems  to  support  appellees*  contention.  In 
it  the  Supreme  Court  of  South  Carolina  stated :  "Was  there  a  fear  that  the  citizen 
might  be  deprived  of  this  mode  of  relief,  if  the  hands  of  the  legislature  were  not 
tied?  Or  was  it  done  simply  to  confer  jurisdiction  on  the  courts  in  cases  where 
the  law,  as  it  stood,  when  an  application  might  be  made  for  relief,  authorized 
them  to  be  issued  ?  *  ♦  ♦ 

"Section  4  [of  the  Constitution]  says,  the  Supreme  Court  ♦  *  *  shall  always 
have  power  to  issue  writs  of  injunction,  mandamus,  &c.  Section  15  provides  thnt 
the  Court  of  Common  Pleas  ♦  ♦  ♦  shall  have  power  to  issue  writs  of  mandamus, 
prohibition,  &c.  Not  that  these  writs  shall  remain  inviolate,  as  is  said  of  the  right 
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of  trial  by  jury — not  that  they  shall  never  be  suspended  except  in  certain  con- 
tingencies as  is  provided  in  reference  to  habeas  corpus — but  simply  that  the 
courts  should  have  the  power  to  issue  them  when,  of  course,  it  is  proper  and  legal 
that  they  should  be  issued.  *  *  *  When  we  find,  therefore,  a  suflScient  reason  for 
their  prominence  in  the  constitution  in  the  fact  of  jurisdiction  conferred,  would 
it  not  be  a  strained  construction  to  conclude  that  underlying  this  was  a  puriwse 
to  limit  the  legislative  powers  of  the  general  assembly  as  to  these  writs  in  the 
exercise  of  that  discretion  which  it  is  admitted  that  body  possesses  in  general 
legislation,  and  which  is  so  necessary  not  only  in  such  legislation,  but  especially 
so  in  shaping  and  moulding  remedies  and  proceedings,  to  be  administered  by  the 
courts  for  the  proper  protection  of  the  citizen  in  his  various  rights  ?" 

That  court  held  a  similar  act  was  constitutional ;  that  it  deprived  the  courts  of 
their  equity  powers  in  such  cases.  But  this  is  a  very  old  case.  The  same  question 
was  later  before  the  South  Carolina  court  in  National  Loan  &  Exchange  Bank 
et  al.  V.  Jones  et  al.,  103  S.C.  80,  87  S.E.  842,  483,  in  which  that  court  said : 

"The  statutes  of  this  state  provide  an  adequate  remedy,  i.e.,  a  payment  of  the 
disputed  tax  under  protest  and  a  suit  for  recovery  of  the  tax  unlawfully  paid. 
The  Constitution  of  this  state  gives  the  power  to  the  courts  to  issue  writs  of 
injunction  and  mandamus,  and  the  Legislature  cannot  take  it  away;  but  the 
Legislature  can  obviate  the  necessity  for  the  issuance  of  these  writs  by  providing 
an  adequate  remedy  at  law,  as  it  has  done  in  this  matter  of  assessment  and 
collection  of  taxes.  *  *  * 

'*An  adequate  remedy  is  provided  for  those  who  pay  under  protest,  and  the 
order  of  injunction  and  mandamus  are  overruled,  and  the  judgments  appealed 
from  reversed." 

The  same  result  followed  as  in  the  Chamblee  Case,  but  upon  the  ground  that 
the  statute  afforded  a  means  of  adequate  relief. 

Casco  County  v.  Thurston  County,  163  Wash.  666,  2  P.2d  677,  678,  77  A.L.R, 
622,  with  annotation  at  page  629,  is  cited.  An  act  of  1931  provided : 

"Section  1.  Injunctions  and  restraining  orders  shall  not  be  issued  or  granted  to 
restrain  the  collection  of  any  tax  or  any  part  thereof  or  the  sale  of  any  property 
for  the  non-payment  of  any  tax  or  part  thereof,  except  in  the  following  cases : 

"  (1)  Where  the  law  under  which  the  tax  is  imposed  is  void ;  and 

"(2)  Where  the  property  upon  which  the  tax  is  imposed  is  exempt  from  taxa- 
tion." Laws  Wash.  1931,  p.  201. 

Section  2  of  the  act  provides  a  remedy  for  the  tax  payer  in  cases  where  they 
deem  the  tax  imlawful  or  excessive,  by  its  payment  under  written  protest,  and 
for  the  recovery  of  all  or  any  portion  so  paid,  if  unlawful  or  excessive,  in  an 
action  in  the  superior  court  against  the  collecting  authority.  The  Washington 
court  stated : 

"We  can  see  here  no  encroachment  upon  the  constitutional  power  to  the  courts, 
but  simply  and  solely  a  legislative  attempt  to  provide  an  adequate  legal  remedy 
where,  if  a  legal  remedy  before  existed,  it  was  a  doubtful  or  inadequate  one,  so 
that  the  courts,  while  retaining  to  the  full  all  of  the  equitable  powers  inherent  in 
them,  will  find  only  lessened  occasions  for  the  use  of  such  powers.  We  venture  to 
say  that  many  of  what  were  originally  equitable  rights  have  by  statutes  been 
made  legal  rights ;  and,  so  far  as  we  are  aware,  there  is  no  judicial  authority  for 
holding  that  the  statutory  transformation  of  an  equitable  right  into  a  legal  right 
is  an  encroachment  upon  the  equitable  powers  of  the  courts. 

"The  final  answer  to  this  question  is  therefore  to  be  found  in  the  answer  to 
the  third  question,  which  is.  Is  the  legal  remedy  afforded  by  the  statute  an 
adequate  and  sufficiently  speedy  one?" 

The  court  then  holds  that  the  remedy  provided  by  law  was  adequate  and  suffi- 
ciently speedy  to  satisfy  the  rule  that  equity  will  not  interfere  under  such 
circumstances. 

Appellees  cite  the  following  cases  decided  by  the  Oklahoma  Supreme  Court: 
First  National  Bank  of  Norman  v.  Briggs,  104  Okl.  97,  230  P.  860 ;  Cotton  v.  Blake, 
133  Okl.  60,  270  P.  1105;  Weatherly  v.  Cloworth  Development  Co.,  63  Okl.  307, 
166  P.  156 ;  Bradford  v.  Snell,  80  Okl.  56,  193  P.  982. 

In  the  earlier  case  of  Black  et  al.  v.  Geissler  et  al.,  58  Okl.  335,  159  P.  1124, 
1126,  it  was  stated  by  the  court : 

"The  procedure  provided  by  this  act  furnishes  plaintiff  with  a  plain,  adequate, 
and  speedy  remedy  for  the  correction  of  any  error  in  the  assessment  or  equaliza- 
tion of  his  property  and  for  the  recovery  of  any  taxes  which  may  be  illegally 
assessed  against  him,  and  where  such  a  remedy  exists  equity  will  not  interfere 
by  injunction  with  the  levy  and  collection  of  the  revenues  of  the  state  government 
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"Tiie  Legislature  may  prescribe  the  form  of  remedy  to  be  pursued  in  sucit 
cases,  and  may  change  the  same,  provided  that  the  aggrieved  taxpayer  is  left  an 
effectual  remedy  or  one  is  provided  for  him,  which  is  all  that  is  necessary,  and 
when  such  remedy  is  provided  same  is  exclusive.  Tennesst^e  ex  rel.  Bloomstein 
V.  Sneed,  supra  [96  U.S.  69,  24  L.Ed.  610] ;  Shelton  v.  Piatt,  139  U.S.  591,  11  S.Ct. 
646,  35  L.Ed  273" 

This  case  seems  to  have  been  followed  in  the  later  cases  cited  by  appellees.  At 
any  rate,  the  effect  of  these  decisions  is  that  there  is  a  plain,  adequate,  and  speedy 
remedy  at  law  provided  in  behalf  of  the  taxpayer,  for  which  reason  actions  in 
equity  are  not  available.  W.e  do  not  find  any  holding  in  these  cases  that,  in  the 
absence  of  such  remedy,  the  taxpayer  is  deprived  of  those  afforded  by  courts  of 
equity. 

Mayor  &  Council  of  City  of  Nashville  v.  Smith,  86  Tenn.  213,  6  S.W.  273,  275 
is  cited.  The  opinion  of  the  court  does  not  fully  state  the  reasons  for  holding  that 
an  injunction  should  no't  issue  in  this  case.  The  city  claimed  exemption  from  the 
taxes  levied  and  the  court  so^held,  but  stated:  "The  circuit  judge  dismissed  the 
petition  upon  the  ground  that  'the  state  tax'  had  not  been  paid.  That  action  was 
clearly  correct,  so  far  as  the  state's  part  ($600)  of  the  sum  sought  to  be  collected 
is  concerned;  for,  however,  unjust  or  illegal  the  demand  against  the  city  may 
have  been,  the  only  course  left  open  to  it  was  to  pay  the  state's  part  of  the  same 
under  protest,  and  then  sue  for  the  recovery  thereof  within  30  days  thereafter. 
No  writ  of  injunction,  supersedeas,  or  prohibition  or  other  process  can  lawfully 
issue  for  the  prevention  of  the  collection  of  revenue  claimed  to  be  due  the  state. 
Acts  1873,  c.  44,  carried  into  Code  M.  &  V.  at  §§  926,  928,  931,  etc." 

Evidently  the  court  assumed  that  the  statutes  afforded  an  adequate  remedy. 
It  did  not  hold  that,  in  the  absence  of  such  remedy,  the  statute  barred  relief 
by  action  in  equity.  The  question  was  not  in  the  case. 

There  are  certain  other  cases  from  states  which  have  statutes  substantially 
like  that  of  New  Mexico,  in  which  the  courts  have  held  that  the  taxpayer  was 
deprived  of  equitable  remedies,  but  base  their  conclusions  in  each  instance  upon 
the  fact  that  a  statute  had  provided  an  adequate  remedy  for  the  protection  of 
the  taxpayer.  So  far  as  w^e  have  been  able  to  discover,  no  court,  except  in  the 
early  South  Carolina  cases,  has  ever  held  that  the  Legislature  could  deprive 
constitutional  courts  of  their  equity  jurisdiction. 

In  Montana  Ore  Purchasing  Co.  v.  Maher,  32  Mont.  480,  81  P.  13,  15,  it  is 
stated :  "Sections  4024  and  4025,  above  provide  for  the  payment  under  protest 
of  taxes  demanded,  and  for  a  suit  at  law  to  recover  back  the  whole,  or  any  part 
thereof,  deemed  by  the  taxpayer  to  be  unlawful,  and  of  this  statutory  remedy 
section  4026  says:  *The  remedy  thereby  (hereby)  provided  shall  supersede  the 
n*medy  of  injunction  and  all  other  remedies  w^hich  might  be  invoked  to  prevent 
the  collection  of  taxes  or  licenses  alleged  to  be  irregularly  levied  or  demanded, 
excejit  in  unusual  cases  where  the  remedy  hereby  provided  is  deemed  by  the 
court  to  be  inadequate.' "  The  Montana  Supreme  Court  held  the  statutory  rem- 
edy was  plain,  speedy  and  adequate. 

The  Constitution  of  Michigan,  1850,  art.  6,  §  8,  contained  a  provision  with 
reference  to  the  jurisdiction  of  courts  almost  identical  with  ours.  It  provided, 
"ihey  [the  district  courts]  shall  also  have  power  to  issue  writs  of  habeas  corpus, 
mandamus,  injunction,  quo  warranto,  certiorari,  and  other  writs  necessary  to 
carry  into  effect  their  orders,  judgments  and  decrees."  A  statute,  Pub.  Acts 
]Mich.  1885,  No.  153,  §  107,  provided,  "no  injunction  shall  issue  to  stay  proceed- 
ings for  the  assessment  or  collection  of  taxes  under  this  act."  The  Michigan 
Supreme  Court,  in  holding  that  the  statute  afforded  an  adequate  remedy  at  law. 
said : 

"If  the  first  prayer  be  granted,  and  the  tax  be  held  illegal  and  void,  the  lien 
will  be  destroyed,  and  the  cloud  created  thereby  effectually  removed.  To  ac- 
comnMsh  this  it  is  not  necessary  that  an  injunction  should  issue  either  before 
or  nfter  decree.  This  iwjwer  of  the  court  of  rhancery  is  not  interfered  with  by  the 
I)rovi*3ion  of  the  law  inhibiting  an  injunction  to  restrain  the  collection  of  the 
tax.  While  it  is  not  competent  for  the  legislature  to  deprive  circuit  courts  of  their 
risrhtful  jurisdiction  and  authority  secured  to  or  conferred  upon  them  by  the 
constitution,  vet  the  article  above  quoted  shows  that  the  jurisdiction  thus  con- 
ferred is  subject  to  legislative  exceptions.  People  v.  Hurst,  41  Mich.  [328],  3.34, 
1  N.W.  1027.  i  have  no  doubt  that  the  legislature  has  the  constitutional  authority, 
where  it  has  provided  a  plain,  adequate,  and  complete  remedy  at  law  to  recover 
back  taxes  illegally  assessed  and  collected,  to  take  away  the  remedy  by  injunction 
to  restrain  their  collection.  ♦  ♦  ♦ 
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**The  Statute,  while  prohibiting  the  issue  of  the  writ  of  injunction  to  retrain 
the  collection  of  the  tax,  has  by  section  42  of  the  tax  law  provided  that  the 
taxpayer  'may  pay,  under  protest,  to  the  township  treasurer,  specifying  at  the 
time,  in  writing  signed  by  him,  the  grounds  of  such  protest ;  and  the  treasurer 
shall  minute  the  fact  of  such  protest  on  the  tax-roll,  and  in  the  receipt  given. 
The  person  paying  under  such  protest  may,  within  thirty  days,  and  not  after- 
wards, sue  the  township  for  the  amount  paid,  and  recover,  if  the  tax  is  shown  to 
be  illegal  for  the  reasons  specified  in  such  protest'  It  is  not  necessary  for  us  in 
this  case  to  decide  whether  such  remedy  specified  by  the  statute  is  exclusive 
of  all  other  common-law  remedies.  It  is  enough  for  our  present  purpose  to  know 
that  the  party  paying  the  illegal  exaction  has  a  remedy  at  law  for  recovering  it 
back.'*  Eddy  v.  Township  of  Lee,  73  Mich.  123,  40  N.W.  792,  795. 

A  statute  of  South  Dakota  provided  that  there  should  be  no  other  remedy  in 
any  case  for  the  collection  of  taxes  or  to  previous  collection  than  that  provided  by 
statute,  and  that  no  injunction  for  the  prevention  of  the  collection,  etc.,  shall  in 
any  w^ise  issue.  The  court  held  that  the  statute  afforded  an  adequate  remedy, 
stating :  '*An  action  to  recover  a  tax  irregularly  or  wrongfully  assessed  and  col- 
lected may  be  as  speedily  prosecuted  to  final  judgment  as  may  an  injunction 
action,  and  the  statute  itself  declares  that  any  taxes  wrongfully  paid  and  which 
ought  to  be  refunded  in  whole  or  in  i>art  shall  be  repaid  in  preference  to  other 
claims  upon  the  county  treasury.  Respondent's  suggestion  that  the  remedy  is  not 
adequate  for  the  reason  that  the  statute  does  not  in  terms  authorize  a  recovery 
of  interest  is  without  merit.  It  cannot  be  doubted  that  plaintiff  would  be  entitled 
to  interest  up(m  any  sum  wrongfully  collected  by  the  coimty :  nor  can  we  agree 
with  respondent's  suggestion  that  the  enforced  collection  of  a  tax,  unlawful  in 
whole  or  in  part,  may  result  in  irreparable  injury  such  as  to  entitle  the  plaintiff  to 
a  remedy  by  injunction."  Zimmerman  v.  Corson  County,  39  S.D.  167,  163  N.  W. 
711,  713. 

A  statute  of  North  Carolina  provides  that  no  injunction  shall  issue  to  restrain 
collection  of  any  tax.  In  construing  the  statute  the  Supreme  Court  of  North  Caro- 
lina said :  "All  these  considerations  tend  in  the  direction  of  the  statute,  which 
expressly  forbids  the  issue  of  an  injunction  to  arrest  the  collection  of  taxes,  and 
remits  the  party  to  the  remedy  which  it  points  out,  by  a  demand  upon  the  state 
or  county  treasurer  to  refund,  and,  upon  refusal,  gives  him  an  action  against  the 
county,  city,  or  town  to  recover  the  taxes  respectively  received,  and  against  the 
county  for  its  own  and  the  illegal  taxes  exacted  by  the  state.  As  there  are  ample 
means  of  redress  provided  for  remedying  the  wrong,  the  statute  does  not  con- 
travene the  provisions  of  the  federal  or  our  own  constitution,  while  it  obviates  the 
mischiefs  resulting  from  an  interference  with  the  collector.  The  injury  is  not 
irreparable,  for  the  payment  of  the  small  tax  exonerates  the  property,  and  gives 
the  tax-payer  recourse  to  those  into  whose  treasuries  the  money  has  passed  for 
refunding  the  money."  Raleigh  &  G.  R.  Co.  v.  Lewis,  99  N.C.  t>2,  5  S.E.  ^2,  8.:J. 

This  seems  to  be  the  intimation  or  holding  of  the  courts  in  the  following  cases : 
Rogers  v.  Daniel  Oil  &  Royalty  Co.,  Tex.  Civ.  App.,  105  S.W.  2d  476:  A.  P.  W. 
Paper  Co.,  Inc.  v.  Riley,  Collector  of  Revenue,  DC,  12  F.  Supp.  738 ;  Johnson  v. 
Diefendorf,  56  Idaho  620,  57  P.  2d  1068 ;  Hanna  v.  Williams  et  al.,  128  Okl.  134, 
261  P.  923. 

The  Congress  enacted  in  1867,  26  U.S.  C.A.  §  154,  now  section  1543 :  "No  suit 
for  the  purpose  of  restraining  the  assessment  or  collection  of  any  tax  shall  be 
maintained  in  any  court."  In  construing  this  statute  the  Supreme  Court  of  the 
United  States  in  Miller  v.  Standard  Nut  Margarine  Co.,  284  U.S.  498,  52  S.  Ct. 
26(>,  263,  76  L.  Ed.  422,  stated  : 

"Independently  of,  and  in  cases  arising  prior  to,  the  enactment  of  the  provision 
(Act  of  March  2,  1867,  14  Stat.  475)  which  became  Rev.  St.  §  3224  (26  U.S.  C.A., 
§  154)  this  court,  in  harmony  with  the  rule  generally  followed  in  courts  of  equity, 
held  that  a  suit  will  not  lie  to  restrain  the  collection  of  a  tax  upon  the  soie 
ground  of  its  illegality.  The  principal  reason  is  that,  as  courts  are  without 
jiuthority  to  apportion  or  equalize  taxes  or  to  make  assessments,  such  suits  would 
enable  those  liable  for  taxes  in  some  amount  to  delay  payment  or  possibly  to 
escape  their  lawful  burden,  and  so  to  interfere  with  and  thwart  the  collection  of 
revenues  for  the  support  of  the  government.  And  this  court  likewise  recognizes  the 
rule  that,  in  cases  where  complainant  shows  that  in  addition  to  the  illegality  of  an 
exaction  in  the  guise  of  a  tax  there  exist  special  and  extraordinary  circumstances 
sufficient  to  bring  the  case  within  some  acknowledged  head  of  equity  jurispru- 
dence, a  suit  may  be  maintained  to  enjoin  the  collector.  Dows  v.  Chicago,  11  Wall. 
108,  20  L.  Ed.  65 ;  Hannewinkle  v.  Georgetown,  15  Wall.  547,  21  L.  Ed.  231 ;  State 
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Railroad  Tax  Cases,  92  U.S;  575,  614,  23  L.  Ed;  [663],  669,  673.  Section  3224  is 
declaratory  of  the  principle  first  mentioned  and  is  to  be  construed  as  near  as  may 
be  in  harmony  with  it  and  the  reasons  upon  which  it  rests.  ♦  ♦  ♦  The  section  does 
not  refer  specifically  to  the  rule  applicable  to  cases  involving  exceptional  circum- 
stances. The  general  words  employed  are  not  suflScient,  and  it  would  require 
specific  language  undoubtedly  disclosing  that  purpose,  to  warrant  the  inference 
that  Congress  intended  to  abrogate  that  salutary  and  well  established  rule.  ♦  ♦  ♦ 
It  has  never  held  the  rule  to  be  absolute,  but  has  repeatedly  indicated  that  ex- 
traordinary and  exceptional  circumstances  render  its  provisions  inapplic- 
able. *  *  * 

"This  is  not  a  case  in  which  the  injunction  is  sought  upon  the  mere  ground  of 
illegality  because  of  error  in  the  amount  of  the  tax." 

The  court,  after  commenting  upon  the  nature  of  the  tax,  stated  further :  "It  is 
clear  that,  by  reason  of  the  special  and  extraordinary  facts  and  circumstances, 
section  3224  does  not  apply.  The  lower  courts  rightly  held  respondent  entitled  to 
the  injunction."  The  effect  of  this  decision  is  to  hold  that  the  federal  statute 
is  but  declaratory  of  the  rule  of  law  promulgated  in  Dows  v.  Chicago  11  Wall. 
108,  20  L.  Ed.  65 ;  State  Railroad  Tax  Cases,  92  U.S.  575, 23  L.  Ed.  663,  669,  decided 
before  its  enactment,  in  which  it  was  held  in  substance  that  equitable  remedies 
were  not  available  for  defending  against  the  collection  of  taxes  merely  because 
of  their  illegality ;  that  there  must  be  in  addition  special  and  extraordinary  cir- 
cumstances sufQcient  to  bring  the  case  within  some  acknowledged  head  of  equity 
jurisprudence.  The  Supreme  Court  seems  to  assume  that  the  Congress  has  the 
power  to  deprive  litigants  of  the  remedy  by  injunction.  That  seems  to  be  the 
intimation  of  that  court  in  Burrill,  Treasurer,  v.  Locomobile  Co.,  258  U.S.  34,  42 
S.  Ct.  256,  257,  66  L.  Ed.  450,  in  which  it  is  stated :  "The  Constitution  standing 
alone  without  more  does  not  create  a  paramount  unchangeable  liability  to  an 
action  of  tort  on  the  part  of  all  persons  who  may  take  part  in  enforcing  a  state  law 
that  it  invalidates.  It  leaves  the  remedies  to  Congress  and  the  States.  Congress 
acting  under  the  Constitution  has  given  to  the  courts  of  the  United  States  a  juris- 
diction in  equity  that  speaking  broadly,  is  the  same  in  all  the  States  and  follows 
its  own  rules." 

A  federal  District  Court  holds  that  such  statute,  if  purporting  to  deprive  federal 
courts  of  all  equity  jurisdiction,  irrespective  of  whether  or  not  there  be  an  ade- 
quate remedy  at  law,  would  violate  the  Constitution  of  the  United  States.  A.  P.  W. 
Paper  Co.,  Inc.,  v.  Riley,  D.C.,  12  F.  Supp.  738;  see  annotations  in  108  A.L.R. 
beginning  at  page  184. 

[1]  Section  13  of  article  6  of  the  Constitution  of  New  Mexico  is :  "The  district 
court  shall  have  original  jurisdiction  in  all  matters  and  causes  not  excepted  in 
this  constitution  and  such  jurisdiction  of  special  cases  and  proceedings  as  may 
be  conferred  by  law,  and  appellate  jurisdiction  of  all  cases  originating  in  inferior 
courts  and  tribunals  in  their  respective  districts,  and  supervisory  control  aver 
the  same.  The  district  courts,  or  any  judge  thereof,  shall  have  power  to  issue 
writs  of  habeas  corpus,  mandamus,  injunction,  quo  warranto,  certiorari,  prohibi- 
tion, and  all  other  writs,  remedial  or  otherwise  in  the  exercise  of  their 
jurisdiction." 

The  Legislature  is  inhibited  by  this  section  of  the  Constitution  from  depriving 
the  district  courts  of  the  power  to  issue  writs  of  injunction  according  to  the  prac- 
tice in  courts  of  equity  in  any  case  unless  it  provides  an  adequate  remedy  at  law 
as  a  substitute ;  in  which  case  such  writs  should  ordinarily  not  be  issued  in  the 
absence  of  such  statute. 

[2]  While  the  Legislature  cannot  deprive  the  district  court  of  its  power  to 
issue  injunctions  in  proper  cases,  a  litigant  has  not  vested  right  in  such  remedy ; 
and  its  use  may  be  limited  by  the  Legislature,  if  litigants  are  supplied  with  means 
of  redress  by  some  effective  procedure,  ordinarily  held  to  be  a  plain,  speedy,  and 
adequate  remedy  at  law.  Gibbes  v.  Zimmerman,  290  U.S.  326,  329,  54  S.  Ct  140, 
78  L.  Ed.  342 ;  National  Loan  &  Exchange  Bank  et  al.  v.  Jones  et  al.,  103  S.C.  80, 
87  S.E.  482  ;  Eddy  v.  Township  of  Lee,  73  Mich.  123,  40  N.W.  792 ;  Raleigh  &  G.  R. 
Co.  V.  Lewis,  99  N.C.  62,  5  S.E.  82. 

[3]  Courts  are  loath  to  interfere  with  the  collection  of  taxes  by  injunction ;  and 
the  use  of  the  means  provided  by  law  for  the  securing  and  collection  of  taxes 
will  not  be  enjoined  merely  because  the  tax  is,  or  was  alleged  to  be,  void ;  but,  in 
addition  thereto,  there  must  be  exceptional  and  evtraordinary  circumstances 
with  respect  to  the  operation  of  the  act,  which  will  bring  the  case  within  some 
acknowledged  head  of  equity  jurisprudence.  This  is  the  effect  of  the  decisions 
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of  the  Supreme  Court  of  the  United  States.  Miller  v.  Standard  Nut  Margarine 
Co.,  supra. 

**We  do  not  propose  to  lay  down  in  these  cases  any  absolute  limitation  of  the 
powers  of  a  court  of  equity  in  restraining  the  collection  of  illegal  taxes ;  but  we 
may  say,  that,  in  addition  to  illegality,  hardship,  or  irregularity,  the  case  must 
be  brought  within  some  of  the  recognized  foundations  of  equitable  jurisdiction, 
and  that  mere  errors  or  excess  in  valuation,  or  hardship  or  injustice  of  the  law, 
or  any  grievance  which  can  be  remedied  by  a  suit  at  law,  either  before  or  after 
payment  of  taxes,  will  not  justify  a  court  of  equity  to  interpose  by  injunction  to 
stay  collection  of  a  tax.  One  of  the  reasons  why  a  court  should  not  thus  interfere, 
as  it  would  in  any  transaction  between  individuals,  is,  that  it  has  no  power  to 
apportion  the  tax  or  to  make  a  new  assessment,  or  to  direct  another  to  be  made 
by  the  proper  omcers  or  tne  State."  State  iiaiiroad  Tax  Oases,  y^  U.S.  575,  614, 
23  L.  Ed.  663. 

The  question  then  is  whether,  aside  from  the  alleged  invalidity  of  the  tax,  its 
hardship,  injustice,  etc.,  there  are  any  special  and  extraordinary  circumstances 
shown  to  exist  which  under  the  rules  we  have  stated  authorize  the  interposition 
of  a  court  of  equity. 

[4]  While  any  infraction  of  the  law  may  result  in  penalties,  fines,  and  im- 
prisonment, and  a  failure  to  pay  the  tax  will  result  in  summary  proceedings 
against  appellant's  property  by  which  his  title  will  be  clouded,  yet  this  can  be 
avoided  by  payment  of  the  taxes  under  protest.  Section  313,  supra,  provides  for 
the  recovery  of  any  tax,  penalty,  or  interest  paid  under  protest,  by  suit  in  the  dis- 
trict court  of  Santa  Fe  county,  but  such  suit  must  be  brought  within  sixty  days 
after  such  payment,  and,  if  not  brought  within  sixty  days,  the  rigat  to  recover  the 
money  paid  is  waived.  The  statute  provides  for  judgment  against  the  State  Tax 
Commission  for  any  illegal  tax,  with  interest,  and  creates  a  fund  out  of  which 
any  judgment  shall  be  paid.  Such  laws  are  held  to  be  constitutional  una  ordinarily 
afford  an  adequate  remedy  at  law.  Shelton  v.  Piatt,  139  U.S.  591,  11  S.Cr.  t)46.  35 
L.Ed.  273.  The  defect  in  this  law  is,  that  the  tax  must  be  paid  once  each  thirty 
days,  and  the  failure  to  pay  subjects  the  taxpayer  to  severe  i,eiuillies.  fines,  and 
imprisonment,  which  cannot  be  avoided  except  by  payment  of  the  tax  under  pro- 
test. But,  when  so  paid,  a  suit  must  be  filed  each  sixty  days  to  recover  payments 
made,  until  the  final  determination  in  this  court,  or  the  collection  of  the  tax  is 
waived.  From  the  record  it  appears  this  suit  was  filed  more  than  iwo  yoars  ago; 
and,  to  protect  appellant  against  fines  and  imprisonment  during:  the  Deiirlency 
of  the  suit,  he  must  have  filed  not  less  than  twelve  suits,  each  for  the  same  pur- 
pose. The  Legislature  might  easily  have  provided  for  the  i)ayment  ot  siinsitiiuiit 
assessments  under  protest,  to  be  held  until  the  determination  of  a  suit  to  test 
the  legality  of  the  tax,  or  any  portion  of  it;  or  otherwise  have  protected  tax- 
payers against  a  multiplicity  of  suits,  but  the  law  was  apparently  intended  to 
discourage  any  contest. 

We  do  not  believe  that  any  litigant  should  be  required,  even  in  tax  cnses.  to 
file  a  dozen  or  more  suits  to  protect  a  single  right.  The  principle  is  stated  in  the 
recent  suits  of  Hill  v.  Wallace,  259  U.S.  44,  42  S.Ct.  453  66  L.Ed.  822;  Wilson  v. 
Illinois  So.  R.  Co.,  263  U.S.  574,  44  S.Ct  203,  68  LEd.  456.  See  annotations  in  16 
L.Ed.  pp.  455  et  seq. 

[5]  Tlie  distinction  is  made  in  Matthews  v.  Rodgers,  284  U.S.  521,  52  S.Ct.  217, 
221,  76  L.Ed.  447,  in  holding  an  injunction  should  not  have  issued.  It  was  stated  ; 
''In  general,  the  jurisdiction  of  equity  to  avoid  multiplicity  of  suits  at  law  is 
restricted  to  cases  where  there  would  otherwise  be  some  necessity  for  the  mainte- 
nance of  numerous  suits  between  the  same  parties,  involving  the  same  issues  of 
law  or  fact.  It  does  not  extend  to  cases  where  there  are  numerous  parties  plantiff 
or  defendant,  and  the  issues  between  them  and  the  adverse  party  are  not  neces- 
sarily identical." 

[6]  Here  appellant  must  maintain  innumerable  suits  against  the  identical 
parties  to  accompUsh  one  purpose ;  that  is,  to  determine  the  constitutionality  of 
the  act,  or  certain  parts  of  it. 

We  hold  that  there  are  special  and  extraordinary  circumstances  in  this  case 
which  authorize  appellant  to  resort  to  a  court  of  equity  for  relief. 

[7]  Section  309,  of  which  appellant  complf^ins,  does  not  provule  thnf  thp  tax 
shall  be  "estimated,"  but  that  the  Tax  Commission  shall  make  an  estimate  based 
upon  an  examination  of  the  taxpayer's  books  and  records  or  upon  any  inforniatifiu 
in  its  possession  or  that  may  come  into  its  possession,  of  the  amount  of  gross 
receipts  etc.,  and  "upon  the  basis  of  said  estimated  amount  shall  compute  and 
assess  the  tax  payable  by  the  delinquent  taxpayer."  The  word  "estimate"  is  used 
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here  in  the  sense  of  "ascertain,"  Ruddy  v.  McGetrick,  49  Ala.  159 ;  or  "compute/" 
Tully  V.  Feltman,  177  Pa.  344,  36  A.  285 ;  People  v.  Clark,  37  Hun,  N.Y.,  201. 

[8]  But  the  statute  levies  the  tax.  The  function  of  the  Tax  Commission  is  to 
determine  the  amount,  assess  and  collect  it.  Section  201  of  the  act  in  question. 

The  statute  itself  shows  that  there  must  be  evidence  before  the  commission  ( the 
taxpayer's  books  and  records  or  other  information)  upon  which  to  base  the 
amount  of  gross  earnings. 

But  as  the  statute  levies  the  tax  the  appellant  was  due  the  amount  fixed  by  the 
statute.  If  in  attempting  to  assess  and  collect  this  tax  the  State  Tax  Commission 
has  overcharged  the  appellant,  he  would  have  some  complaint.  But  he  does  not 
claim  that  he  does  not  owe  the  state  of  New  Mexico  the  amount  of  tax,  interest,, 
and  penalties  charged  against  him  if  the  act  is  constitutional.  His  charge  is  that 
for  constitutional  reasons  he  is  not  indebted  in  any  amount.  He  cannot  complain 
even  at  an  estimated  tax  if  in  fact  he  owes  it.  The  effect  of  this  section  of  the 
act  is  that  the  Tax  Commission  shall  determine  from  the  evidence  obtainable  the 
amount  of  the  gross  receipts  of  the  taxpayer,  from  which  to  compute  the  amount 
of  tax  to  be  collected. 

If  the  tax  was  authorized  at  all,  as  we  shall  determine  hereafter,  then  appel- 
lant's contention  is  without  merit.  The  question  is  not  how  the  Tax  Commission 
arrived  at  the  amount  of  the  tax  assessed,  but  whether  the  amount  is  correct. 

[9]  The  district  court  concluded  as  a  matter  of  law :  "That  the  classifications 
for  the  purpose  of  levying  a  tax  by  the  New  Mexico  Bureau  of  Revenue  are  equal 
and  uniform,  and  in  no  way  discriminate  against  the  plaintiff,  and  violate  no 
constitutional  right  of  the  plaintiff ;" 

Appellant  assigns  the  following  error :  "That  the  court  erred  in  rendering  judg- 
ment for  the  reason  that  the  second  conclusion  of  law,  as  to  classification  for  the 
purpose  of  making  tax  levies,  is  contrary  to  law." 

It  is  then  stated  in  the  brief  in  substance  that  an  examination  of  the  classi- 
fications shows  them  to  be  arbitrary  and  discriminatory,  "which  makes  the  whole 
of  the  act  unconstitutional." 

No  specific  provision  of  the  act  is  pointed  out  in  the  brief  that  discriminates  in 
any  particular,  either  against  appellant  or  anyone  else :  nor  is  any  provision  of 
the  Constitution  referred  to  as  being  infringed  by  the  act.  The  argument  is  stated 
in  the  following  words,  copied  from  appellant's  brief :  "Appellant  submits  to  this 
court  that  a  classification  of  a  lawyer's  income  to  be  made  subject  to  collect  a  tax 
upon  his  services,  if  his  receipts  are  called  a  fee  or  a  retainer,  but  excluded  if 
such  service  receipts  are  called  wages  or  salary,  is  an  arbitrary  and  discriminat- 
ing classification,  and  even  more  so  because  of  the  law  itself.'* 

The  act  provides  for  a  tax  against  persons  engaged  in  certain  businesses  and 
professional  work,  under  various  classifications,  and  at  different  rates.  Api>ei- 
lant's  classification  appears  under  subsection  (H)  of  section  201  of  article  2 ;  and 
is :  "H.  At  an  amount  equal  to  two  per  cent  of  the  gross  receipts  of  any  person 
engaging  or  continuing  in  the  practice  of  any  profession,  or  of  any  business  in 
which  the  service  rendered  is  of  a  professional,  technical  or  scientific  nature  and 
is  paid  for  on  a  fee  basis,  or  by  a  consideration  in  the  nature  of  a  retainer." 

Wage  earners  and  salaried  employees  are  exempt  under  subsection  (d)  of  sec- 
tion 212  of  the  act,  which  is :  "There  are  exempted  from  the  taxes  imposed  by 
this  act  the  following:  ♦  ♦  ♦(d)  Income  received  in  the  form  of  ordinary  wages 
or  salaries." 

In  the  exercise  of  the  power  of  taxation  the  state  is  free  to  select  its  subjects, 
and  also  to  grant  exemptions.  There  is  no  rule  under  any  provision  of  the  Con- 
stitution of  the  state  or  national  government  that  requires  a  precise  equality 
in  taxation.  Carmichael  v.  Southern  Coal  &  Coke  Co.,  301  U.S.  495,  57  S.Ct.  mS, 
873.  81  L.Ed.  1245. 109  A.L.R.  1327. 

[10]  If  the  Legislature  had  so  desired,  it  could  have  selected  appellnnt  s  oU^- 
sification  alone  to  be  taxed,  if  reasonable  and  not  arbitrary :  the  effect  of  which 
would  have  been  to  exempt  all  other  classes  without  naming  them.  The  only 
possible  relation  that  could  exist  between  the  classification  under  which  appellnnt 
comes  and  that  of  wage  earners  and  salaried  emnloyees  is  that  in  a  few  instances 
attorneys  and  other  professional  men  are  paid  salaries  for  professionnl  work. 
But  there  was  no  intention  on  the  part  of  the  Legislaure  to  exempt  such  profes- 
sional men  or  women  as  a  class.  They  are  included  in  a  lars^er  class  ^t,V^^V^^: 
prinoipallv  laborers,  who  ordinarilv  are  not  busine*:*?  neonle.  It  is  ^m^^ossi^^io  t^^^t 
there  should  not  be  some  inequality :  and  bv  singling  out  a  particular  class,  as 
an  attornev  who  receives  a  salary,  from  the  large  class  of  wasre  earners  nnd 
salaried  employees,  some  inequality  may  be  shown ;  but  this  does  not  infringe 
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upon  appellant's  constitutional  rights.  It  is  not  just  the  salaried  attorney  or  other 
professional  person  that  is  exempt ;  but  all  persons  included  under  the  classifica- 
tion of  wage  earners  and  salaried  employees.  The  question  in  Carmichael  v. 
Southern  Coal  &  Coke  Co.,  supra,  was  whether  the  Unemployment  Compensation 
Act  of  Alabama  infringes  the  due  process  and  equal  protection  clauses  of  the 
Federal  Constitution.  In  holding  that  it  did  not,  certain  principles  of  the  law 
of  taxation  were  stated  that  apply  here.  We  quote  as  follows  from  the  opinion : 

**It  is  argued  here,  and  it  was  ruled  by  the  court  below,  that  there  can  be  no 
reason  for  a  distinction,  for  purposes  of  taxation,  between  those  who  have  only 
seven  employees  and  those  who  have  eight.  Yet,  this  is  the  type  of  distinction 
which  the  law  is  often  called  upon  to  make.  It  is  only  a  difference  in  numbers 
which  marks  the  moment  when  day  ends  and  night  begins,  when  the  disabili- 
ties of  infancy  terminate  and  the  status  of  legal  competency  is  assumed.  It 
separates  large  incomes  which  are  taxed  from  the  smaller  ones  which  are  ex- 
empt, as  it  marks  here  the  difference  between  the  proprietors  of  larger  businesses 
who  are  taxed  and  the  proprietors  of  smaller  businesses  who  are  not.  ♦  *  ♦ 

**It  is  arbitrary,  appellees  contend,  to  exempt  those  who  employ  agricultural 
laborers,  domestic  servants,  seamen,  insurance  agents,  or  close  relatives,  or  to 
exclude  charitable  institutions,  interstate  railways,  or  the  government  of  the 
United  States  or  of  any  state  or  political  subdivision.  A  sufficient  answer  is  an 
appeal  to  the  principal  of  taxation  already  stated,  that  the  state  is  free  to  select 
a  particular  class  as  a  subject  for  taxation.  The  character  of  the  exemption 
suggests  simply  that  the  state  has  chosen,  as  the  subject  of  its  tax.,  those  who 
employ  labor  in  the  processes  of  industrial  production  and  distribution. 

"Reasons  for  the  selections,  if  desired,  readily  suggest  themselves.  Where  the 
public  interest  is  served  one  business  may  be  left  untaxed  and  another  taxed, 
in  order  to  promote  the  one.  *  *  *  The  legislature  may  withhold  the  burden 
of  the  tax  in  order  to  foster  what  it  conceives  to  be  a  beneficent  enterprise.  This 
Court  has  often  sustained  the  exemption  of  charitable  institutions,  *  *  *  and 
exemption  for  the  encouragement  of  agriculture.  *  ♦  ♦  Similarly,  the  legisla- 
ture is  free  to  aid  a  depressed  industry  such  as  shipping.  The  exemption  of 
business  operating  for  less  than  twenty  weeks  in  the  year  may  rest  upon  .simi- 
lar reasons,  or  upon  the  desire  to  encourage  seasonal  or  unstable  industries. 

"Administrative  considerations  may  explain  several  exemptions.  Relatively 
great  expense  and  inconvenience  of  collection  may  justify  the  exemption  from 
taxation  of  domestic  employers,  farmers,  and  family  businesses,  not  likely  to 
maintain  adequate  employment  records,  which  are  an  important  aid  in  the  col- 
lection and  verification  of  the  tax". 

The  classification  is  reasonable,  and  appellant  is  not  denied  due  process  of 
law  or  the  equal  protection  of  the  law,  or  any  constitutional  right. 

[11]  The  fact  that  lawyers  are  oflScers  of  the  court,  and  that  the  profession 
of  law  is  not  "a  money  getting  business,"  as  suggested  by  appellant,  is  no  good 
reason  why  they  should  be  exempt  from  taxation.  If  a  lawyer  "gets"  no  money, 
he  pays  no  tax. 

The  decree  of  the  district  court  is  aflSrmed. 

It  is  so  ordered. 

Hudspeth,  C.  J.  and  Sadler  and  Bickley,  J.  J.,  concur. 

ZiNN,  J.,  did  not  participate. 

Supreme  Court  of  the  Utah 

February  25,  1950;  215  Pacific  2d  616 

Davis  V.  Ogden  City  et  al. 

No.  7241 

Original  prohibition  proceeding  brought  by  John  C.  Davis,  attorney  at  law, 
for  himself  and  all  other  duly  licensed  and  active  practicing  attorneys  i:  i 
counselors  at  law,  similarly  situated  within  the  State  of  Utah,  to  prohibit  0,2:d  i 
City,  Utah  and  another  from  levying  and  collecting  a  license  tax  upon  attorneys 
engaged  in  practicing  law  within  the  corporate  limits  of  the  city.  The  Siipie]  <» 
Court,  Latimer,  J.,  held  that  U.C.A.  1943,  15—8 — 80  permitting  cities  to  rai-e 
revenue  by  levying  license  taxes  is  an  additional  grant  of  power  to  grant  tax -s 
other  than  those  specifically  enumerated  in  U.C.A.  1943, 15 — 8 — 39.  The  court  also 


Digitized  by 


Google 


30 

held  that  the  city  ordinance  imposing  a  business  license  fee  graduated  accord-* 
ing  to  gross  receipts  of  business  on  persons  engaged  in  business  within  the  city, 
in  so  far  as  it  affected  the  practice  of  law,  was  within  the  power  of  the  city, 
and  was  not  disciminatory. 

Temporary  writ  recalled,  and  action  dismissed. 

Pratt  C.  J.,  and  Wade,  J.,  dissented. 

1.  Licenses  6  (S) 

The  statute  granting  to  cities  authority  to  license,  tax  and  regulate  hawking 
and  peddling  and  other  enumerated  businesses  without  expressly  including  the 
business  of  practicing  law  does  not  include  that  business  within  scope  of  power 
granted  since  by  express  enumeration,  the  legislature  inferentially  limited  power 
of  cities  to  businesses  listed.  U.C.A.  1943, 15—8—39. 

2.  Licenses  6(1) 

The  statute  permitting  cities  to  raise  revenue  by  levying  license  tax  on  any 
business  within  city  limits,  and  providing  that  no  enumeration  of  powers  of 
the  city  in  the  statute  permitting  licensing  and  taxing  of  hawking,  pedding  and 
other  enumerated  businesses  shall  be  deemed  to  limit  or  restrict  the  general 
grant  of  authority,  grants  additional  power  to  a  city,  and  authorizes  it  to  levy 
and  collect  a  license  fee  or  tax  on  businesses  other  than  those  enumerated.  U.C.A. 
1943.  15-8-39,  15-8-80." 

3.  Licenses  5i^ 

Generally,  cities  do  not  have  power  to  regulate  the  practice  of  law. 

4.  Licenses  1 

Properly  speaking,  a  license  fee  or  "license  tax"  comes  within  and  is  based 
upon  the  police  power  of  the  state  to  regulate  or  prohibit  a  particular  business ; 
and  such  fee  or  tax  is  primarily  intended  to  regulate  a  particular  calling  or 
business  and  not  to  raise  revenue,  while  an  "occupation  tax"  is  primarily  in- 
tended to  raLse  revenue  by  that  method  of  taxation.^ 

5.  Licences  6(1) 

The  statute  permitting  cities  to  license,  tax  and  regulate  hawking  and  ped- 
dling and  other  enumerated  businesses  is  primarily  a  delegation  of  power  to 
municipalities  to  license  and  regulate  enumerated  businesses  to  protect  the  health, 
morals  and  general  welfare  of  the  public,  U.CJL.  1943, 15-8-39. 

6.  Licenses  6(3) 

The  statute  permitting  cities  to  raise  revenue  by  levying  license  fees  on  any 
business  within  city  limits  and  providing  that  no  enumeration  of  powers  con- 
tained in  the  statute  permitting  licensing  and  regulation  of  enumerated  busi- 
nesses, shall  limit  the  general  grant  of  authority,  provides  for  an  occupation 
tax  on  those  businesses  which  do  not  require  close  supervision  and  regulation  and 
includes  the  practice  of  law  for  purposes  of  taxation,  although  practice  is  not 
within  power  of  cities  to  regulate.  U.C.A.  1043, 15-8-80. 

7.  Attorney  and  client  28,  32 

Attorney's  admission  to  practice  and  professional  conduct  after  admission 
are  essentially  matters  to  be  regulated  by  the  judicial  department  of  the  state; 
but  rights,  privileges  and  immunities  of  an  attorney  as  a  citizen,  and  member 
of  a  state,  county  and  city,  as  well  Jis  duty  to  pay  fair  share  of  governmental 
expenses  are  controlled  by  laws,  ordinances  and  regulations  of  political  body 
of  which  he  is  a  part  and  from  which  he  receives  i>rotection.^ 

8.  Licenses  5^2 

Business  of  the  practice  of  law  is  not  exempt  from  municipal  liccuf^e  tax  im- 
posed for  revenue  purposes  merely  because  members  of  legal  profession  are 
part  of  the  judicial  branch  of  the  government.  U.C.A.  1943,  15-8-80. 

9.  Cnnstitutioyial  law  20n{G),  230(3) 

City  ordinance  which  requires  persons  engaged  in  business  within  city  limits  to 
obtain  license  on  payment  of  fee  graduated  according  to  gross  receipts,  and  which 


^  (tnden  Citu  v.  Borpmnn.  20  I'tah  98,  57  P.  843,  distingiiishod  ;  Morgan  v.  Salt  Lnle 
Citu,'7H  ITtnh  40.S,  3  P.2d  510. 

•■^()<rUu  Citu  V.  Crofisniafi,  17  Ftnh  00.  53  P.  085:  Prnrn  Cifv  v.  ProvQ  Meat  Packing 
Co.,  41)  rtah  528,  105  P.  477  :  Matthews  v.  Jeuf^rn.  21  Utnh  207,  61  P.  303. 

3  Thatcher  v.  Industrial  Commission,  Utah,  207  P.2d  178. 
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applies  to  all  attorneys  but  those  emloyed  by  other  persons,  firms  or  corpo- 
rations is  an  "occupation  tax",  classification  of  which  is  rea^sonable  and  does 
not  deny  equal  protection  or  invade  privilege  or  immunities  of  any  class  of 
citizens.  U.C.A.  1943,  15-8-80. 

10.  Constitutional  law  10 {S),  208(1) 

Discrimination  in  statute  or  ordinance  is  the  essence  of  classification  and  does 
violence  to  the  constitution  only  when  basis  upon  which  it  is  founded  is  unrea- 
sonable ;  and  legislative  body  has  a  wide  discretion  in  fixing  limits  of  the  class, 
and  courts  may  not  concern  itself  within  wisdom  or  policy  of  the  law,  but  can 
only  determine  whether  an  enactment  operates  equally  upon  all  persons  similar' " 
situated.* 

11.  Lwensea  6{S) 

City  ordinance  imposing  license  tax  on  persons  engaging  in  business  within 
city  limits,  in  an  amount  to  be  graduated  according  to  gross  receipts,  was  not 
in  effect  an  income  tax  and  hence  in  excess  of  power  delegated  to  cities.  U.C.A. 
1943,  15—8—80. 

12.  Licenses  7 (2) 

Provision  of  constitution  which  imposes  equality  and  uniformity  of  taxation 
has  no  application  to  an  occupation  or  license  tax,  but  is  limited  to  a  direct 
property  tax  which  is  assessed  and  collected  in  the  usual  way.*  Const,  art.  13,  §  3. 

L.  O.  Thomas,  Salt  Lake  City,  Derrah  B.  Van  Dyke,  Ogden,  Stuart  l*.  Dobbs, 
Ogden,  Ira  A.  Huggins,  for  plaintiff. 

George  S.  Barker,  Ogden,  for  defendants.  ^ 

Latimer,  Justice. 

This  proceeding  was  instituted  to  prohibit  Ogden  City,  Utah,  from  levying: 
and  collecting  a  license  tax  upon  attorneys  engaged  in  practicing  law  within  its 
corporate  limits.  A  temporary  writ  of  prohibition  was  issued  and  plaintiff  seeka 
to  have  the  same  made  permanent. 

Plaintiff's  principal  arguments  in  support  of  a  permanent  writ  center  around 
an  attack  upcm  the  validity  of  an  ordinance  as  it  is  applied  to  attorneys.  His^ 
assertions  are  primarily  that  the  practice  of  law  is  not  within  the  scope  of  the 
taxing  powers  granted  to  municipalities,  and,  since  lawyers  are  not  subject  to 
regulation  by  municipalities,  they  are  not  subject  to  licensing  by  the  same  bodies. 
The  city  answers  plaintiff's  contention  by  asserting  that  since  the  ordinance  was 
enacted  solely  for  the  purpose  of  raising  revenue  the  power  to  tax  or  license 
is  granted  by  Section  15—8—80,  U.C.A.1943. 

On  April  15,  1949,  the  Board  of  Commissioners  of  Ogden  City,  Utah,  adopted 
an  ordinance  requiring  that  any  person  who  engages  in  business  within  the  cor- 
porate limits  of  Ogden  City  must  obtain  a  "Business  License,"  the  fee  for  such 
license  to  be  graduated  according  to  gross  receipts  of  the  business.  The  ordiuance 
has  its  own  glossary  which  provides  that  "Business  as  used  in  this  ordinance 
shall  include  all  activities  engaged  in  or  caused  to  be  engaged  in  with  the  object 
of  gain  or  economic  profit,  but  shall  not  include  the  acts  of  employees  rendering 
service  to  employers."  The  glossary  also  provides  that  "The  words  engaging  in 
business  as  used  herein  shall  specifically  include,  but  not  be  limited  to,  engaging 
in  selling  any  tangible  property  either  at  retail  or  wholesale,  engaging  in  the 
manufacture  of  tangible  property  and  selling  the  same  for  retail,  and  the  render- 
ing of  personal  services  for  others  for  a  consideration  by  persons  engaged  in 
any  profession,  trade,  craft,  business,  occupation  or  other  calling." 

The  principal  disagreement  between  the  parties  requires  that  we  analyze  and 
interpret  Sections  15—8 — 39  and  15 — 8—80,  U.C.A.1943.  The  former  provides 
as  follows :  "They  (cities)  may  license,  tax  and  regulate  hawking  and  peddling, 
pawnbrokers  and  loan  agencies,  employment  agencies,  auctioneers  and  auction 
houses,  music  halls,  theaters,  theatrical  and  other  exhibitions,  shows  and  amuse- 
ments, the  business  conducted  by  ticket  scalpers,  distilleries  and  breweries, 
brokers,  and  keepers  of  public  scales ;  stages  and  busses,  sight-seeing  and  touring 
cars  or  vehicles,  cabs  and  taxicabs,  and  solicitors  therefor:  bathhouses,  swim- 
ming po;)ls,  skating  rinks;  smelters,  crushers,  sampling  works  and  mills;  hotels, 
and  other  public  places,  boarding  houses,  restaurants,  eating  houses,  lodjxing 
houses,  laundries,  barber  shops  and  beauty  shops ;  hackmen,  draymen,  and  driv- 
ers of  stages,  busses,  sight-seeing  and  touring  cars,  cabs  and  taxicabs  and  other 
public  conveyances,  porters,  expressmen  and  draymen  and  all  others  pursuing  like 


*  Slater  v.  Salt  Lake  City,  Utah,  206  P. 2d  1.j3. 

»  Salt  Lake  City  v.  Ohriatenaen  Co.,  34  Utah  38,  95  P.  523. 
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occupations,  and  prescribe  their  compensation;  may  license,  tax  and  regulate 
secondhand  and  junk  stores  and  forbid  the  owners  or  persons  in  charge  of  such 
stores  from  purchasing  or  reajiving  any  articles  whatsoever  from  minors  without 
the  written  consent  of  their  guardians  or  parents ;  may  license,  tax  and  regulate 
storage  houses  and  warehouses  and  require  bond  to  the  city  for  the  benefit  of 
bailors  therein ;  may  license,  tax  and  regulate  the  business  conducted  by  mer- 
chants, wholesalers  and  retailers,  shopkeepers  and  storekeepers,  automobile 
garages,  service  and  filling  stations;  butchers,  bakeries,  laundries,  druggists, 
photographers,  assayers,  confectioners,  billboards,  billposting  and  the  distribu- 
tion or  display  of  advertising  matter." 

Section  15—8—80,  U.C.A.1943,  provides  as  follows:  "They  (cities)  may  raise 
revenue  by  levying  and  collecting  a  license  fee  or  tax  on  any  business  within  the 
limits  of  the  city,  and  regulate  the  same  by  ordinance ;  provided,  that  no  Utah 
city  or  town  shall  collect  a  license  fee  or  tax  hereunder  from  any  solicitor  or 
sales  man  who  solicits,  obtains  orders  for  or  sells  goods  in  such  city  or  town  solely 
for  resale ;  and  no  enumeration  of  powers  of  cities  contained  in  title  15,  chapter 
8,  Revised  Statues  of  Utah,  1933,  shall  be  deemed  to  limit  or  restrict  the  general 
grant  of  authority  hereby  conferred.  All  such  license  fees  and  taxes  shall  be 
uniform  in  respect  to  the  class  upon  which  they  are  imposed." 

[1]  The  business  of  practicing  law  does  not  come  within  the  scope  of  power 
granted  by  Section  15 — 8 — 39,  U.C.A.1943,  since  by  expressly  enumerating  the 
businesses  which  can  be  licensed,  regulated  and  taxed  the  legislature  has  infer- 
entially  limited  the  power  of  the  cities  to  deal  with  those  businesses  listed 
in  that  section.  Therefore,  if  Section  lo — 8 — 80,  U.C.A.1943,  does  not  grant 
additional  power  to  a  citj<  and  authorize  it  to  levy  and  collect  a  license  fee  or 
tax  on  businesses  other  than  those  specifically  catalogued,  then  Ogden  City  has 
no  authority  to  embrace  attorneys  within  the  scope  of  the  ordinance. 

Plaintiff  contends  that  the  rule  laid  down  by  this  court  in  the  case  of  Ogden 
City  V.  Boreman,  1899,  20  Utah  98,  57  P.  843,  845,  controls  the  instant  case. 
There,  the  city  of  Ogden  sought  to  impose  a  license  on  lawyers  practicing  within 
its  corporate  limits.  The  claimed  authority  for  the  ordinance  under  attack  in 
that  case  was  subsection  87,  Section  208,  Rev.Stat.1898,  which  provided  that 
the  city  council  should  have  the  power  to  "raise  revenues  by  levying  and  collect- 
ing a  license  fee  or  tax  on  any  private  cori>oration  or  business  within  the  limits 
of  the  city,  and  regulate  the  same  by  ordinance."  That  subsection  was  prede- 
cessor to  Section  15 — 8 — 80,  U.C.A,1943.  There  was  involved  in  that  decision  sub- 
section 38  of  Section  206,  Rev.Stat.1898,  which  in  most  respects  was  similar  to 
section  15 — 8 — 39,  U.C.A.1943,  above  quoted  and  which  provided  as  follows :  "To 
license,  tax,  regulate  hawking,  peddling,  pawnbrokerage,  employment  agencies, 
the  keeping  of  ordinaries,  theatrical,  and  other  exhibitions,  shows,  and  amuse- 
ments, and  the  business  conducted  by  ticket  scalpers,  di^stillers,  brewers,  money- 
changers, brokers,  keepers  of  public  scales,  runners  for  stages,  cars,  public  houses, 
or  other  persons  or  things,  and  to  revoke  such  license  at  pleasure ;  to  license,  tax, 
and  regulate  banks,  bath  houses,  livery  stables,  skating  rinks,  smelters,  crushers, 
express  companies,  restaurants,  hotels,  taverns,  theatres,  opera  houses,  music 
halls,  boarding  houses,  eating  houses,  chop  houses,  lodging  houses,  laundries, 
barber  shops,  second  hand  or  junk  stores,  and  to  forbid  the  owners  or  persons 
in  charge  of  said  stores  from  purchasing  or  receiving  any  article  whatever  from 
minors  without  the  written  consent  of  their  guardian  or  parents;  to  license,  tax, 
and  regulate  the  business  conducted  by  hackman,  draymen  omnibus  drivers, 
carters,  cabmen,  porters,  expressmen,  watermen,  and  all  other  pursuing  like 
occupations  and  to  prescribe  their  compensation;  to  license,  tax,  and  regulate 
the  business  conducted  by  merchants,  retailers,  shop  and  storekeepers,  butchers, 
drus:gists,  photographers,  assayers,  confectioners,  and  fruit  oeddiers." 

This  court  held  that  those  two  statutes  should  be  constrned  together  and 
with  relation  to  each  other  and  in  light  of  the  fact  that  there  had  been  a  previous 
statutory  provision.  Chapter  X.  Sec.  288,  subdivision  6,  Compiled  Laws  of  Utah 
1.S8S.  expressly  permitting  cities  to  license  lawyers,  which  was  repealed  at  the 
time  subsection  38,  Section  206,  Rev.  Stat.  1898.  was  enacted.  In  determining 
the  legislative  intent  the  court  gave  consideration  to  the  three  following  acts 
of  the  legislature:  (1)  specifically  enacting  subsection  38,  Section  206,  Rev.  Stat. 
1808.  which  enumerated  the  businesses  that  could  be  licensed,  taxed  and  regu- 
lated by  cities:  (2)  repealing  the  previous  legislative  enactment  permitting 
license  fees  or  taxes  to  be  charged  acrninst  lawyers:  and  (3>  enactinr:  subsection 
87,  Section  206,  Rev.  Stat.  1898,  which  was  a  general  grant  to  cities  lo  raise 
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revenue  by  levying  and  collecting  license  taxes.  Mr.  Justice  Miner,  in  speaking 
for  the  court,  stated  the  reasons  for  the  holding  in  the  following  language: 
"By  repealing  the  clause  providing  for  licensing  and  taxing  lawyers,  and  enact- 
ing the  general  clause  referred  to,  leaving  lawyers  and  the  professions  generally 
out  of  such  re-enactment,  impels  the  conclusion  that  the  legislature  intended 
to  deprive  the  cities  of  the  power  to  impose  a  license  fee  or  tax  upon  lawyers 
that  they  had  formerly  possessed.  There  must  have  been  an  object  and  purpose 
in  this  deliberate  repeal  in  one  section  and  omitting  to  insert  its  provisions  in 
the  act  as  re-enacted,  having  special  reference  to  licensing  and  taxing  in  cities. 
And,  when  subdivision  87  is  considered  with  reference  to  subdivision  38  and 
the  repeal  of  subdivision  6  of  Section  288,  it  is  evident  that  it  was  not  intended 
that  lawyers  should  be  licensed  or  taxed  under  its  provisions." 

The  contention  that  the  holdii^g  in  the  Boreman  case  should  control  would 
merit  serious  consideration  if  the  legislative  grant  of  power  to  municipalities 
to  raise  revenue  by  levying  and  collecting  license  fees  had  not  been  enlarged 
since  the  Boreman  decision.  However,  Section  15 — 8 — 80  U.C.A.  1943,  supra, 
<?ontains  an  amendment  which  was  made  in  1935  and  which  provides  as  follows : 
'•*  *  *  no  enumeration  of  powers  of  cities  contained  in  title  15,  chapter  8, 
Revised  Statutes  of  Utah,  1933,  shall  be  deemed  to  limit  or  restrict  the  general 
grant  of  authority  hereby  conferred." 

[2]  This  amendment  removed  the  necessity  of  this  court  construing  the  two 
-sections  together  to  determine  the  legislative  intent  as  the  enumeration  of 
powers  contained  in  title  15,  chapter  8,  Revised  Statutes  of  Utah,  1933,  embraces 
Section  15 — 8 — 39,  U.C.A.  1943.  Plaintiff  concedes  that  the  amendment  may 
lessen  the  effectiveness  of  that  part  of  the  Boreman  decision  which  deals  with 
construing  the  two  sections  granting  powers  to  the  cities,  but  asserts  that  the 
reasoning  of  the  court  on  the  legislative  intent  as  evidenced  by  the  repeal  of 
the  section  which  specifically  granted  cities  the  right  to  tax  lawyers  is  left 
unweakened.  We  see  no  reason  why  the  1935  amendment  should  not  require  a 
new  approach  to  the  whole  problem.  The  effect  of  the  amendment  was  to  remove 
the  shackles  placed  on  municipalities  by  the  legislative  enumeration  of  specific 
types  of  business  and  give  to  them  an  unrestricted  power  to  raise  revenue  by 
levying  and  collecting  a  license  fee  or  tax  on  any  and  all  businesses  operating 
within  the  limits  of  the  city.  Since,  by  the  amendment  no  existing  statutory 
provisions  were  to  be  deemed  to  limit  or  restrict  the  general  grant  of  authority 
to  tax  for  revenue  purposes,  it  seems  unreasonable  to  expect  that  limitations, 
inferred  from  the  repeal  of  a  former  section,  even  though  given  consideration 
by  this  court  as  one  element  in  determining  legislative  intent,  should  remain 
unaffected  by  the  1935  amendment. 

Assuming  that  in  1898  the  legislature  intended  to  exempt  attorneys,  there  is 
evidenced  by  the  subsequent  amendment  a  legislative  intent  to  remove  the  existing 
bars  and  grant  power  to  raise  revenue  by  taxation  of  businesses  not  previously 
subjected  to  tax.  The  legislature  is  presumed  not  to  do  a  useless  or  futile  act  and 
so  the  only  purpose  of  enacting  the  1935  amendment  was  to  grant  to  municipalities 
the  power  to  tax  those  businesses  operating  within  the  city  limits  which  had  pre- 
viously enjoyed  immunity  because  of  being  exempted  by  limitin.^  enactments  or 
by  their  administrative  or  judicial  construction.  Moreover,  in  1931,  this  court  in 
the  case  of  Morgan  v.  Salt  Lake  City  et  al.,  78  Utah  403,  3  P.2d  510,  dealt  with 
certain  sections  of  the  Compiled  Laws  of  Utah  1917,  which  were  the  earlier 
enactments  of,  and  in  most  respects  similar  to,  the  two  sections  of  the  1943  code 
previously  quoted.  In  that  case,  we  held  that  Salt  Lake  City  did  not  have  t*- 
power  to  impose  a  license  or  tax  upon  the  operator  of  a  card  room  because  the 
section  of  the  statutes  then  in  force  and  effect  did  not  enumerate  a  card  room  as 
one  of  the  businesses  which  could  be  licensed,  taxed,  or  regulated  by  the  city. 
At  that  time,  the  section  included  approximately  seventy-five  types  of  businesses, 
and,  under  the  construction  adopted  by  this  court,  the  general  section  then  dealing 
with  the  right  to  raise  revenue  was  inapplicable  because  of  the  rule  of  construc- 
tion to  the  effect  that  the  expression  of  one  thing  (business),  implies  the  exclusion 
of  the  other.  It  is  a  reasonable  inference  that  the  legslators  in  1935,  after  having 
their  attention  directed  to  the  facts  that  there  was  an  apparent  loop-hole  in  the 
statutes ;  that  even  though  some  seventy -five  businesses  were  enumerated  in  the 
statutes  the  listings  were  not  all-inclusive;  and,  that  some  businesses  which 
should  bear  a  fair  share  of  the  tax  burden  were  escaping,  concluded  that  the 
simplest  and  most  effective  way  of  eliminating  a  technical  rule  of  construction 
was  to  provide  an  amendment  to  section  15 — 8 — 80,  U.C.A.  1943.  To  accomplish 
this  the  section  was  amended  by  prescribing  that  the  express  enumeration  of 
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powers  of  cities  to  license,  regulate  and  tax,  contained  in  the  other  sections  of 
the  chapter  was  not  to  be  deemed  to  limit  or  restrict  the  general  grant  of  authority 
to  tax  for  revenue  purposes. 

[3]  Plaintiff  next  contends  that  Section  15  8  80,  U.C.A.1»43,  supra,  applies 
only  to  businesses  which  can  be  regulated  by  cities  and  since  the  practice  of  law 
is  not  within  the  city's  power  to  regulate,  it  is  not  within  its  power  to  tax.  This 
argument  assumes  that  under  the  statute  the  power  to  raise  revenue  by  taxation 
of  businesses  and  the  power  to  regulate  are  interdependent.  It  is  generally  con- 
ceded that  cities  do  not  have  the  power  to  regulate  the  practice  of  law.  However, 
the  ordinance  is  not  an  attempt  to  regulate  the  legal  profession,  it  is  merely  for 
the  purpose  of  raising  revenue  for  the  city.  The  question,  then,  is  whether  the  city 
may  use  the  taxing  power  delegated  to  it  by  the  statute  when  it  may  not  use  the 
regulator  power  permitted  by  the  same  statute.  We  believe  that  the  intent  of  the 
legislature,  as  expressed  by  the  wording  of  the  act,  was  that  the  two  i>owers 
should  be  separable  and  that  the  power  to  levy  a  license  fee  was  not  made  depend- 
ent upon  the  power  to  regulate  the  particular  business. 

In  Ogden  City  v.  Grossman,  1898,  17  Utah  66,  53  P.  985,  the  city  of  Ogden,  for 
revenue  purposes,  imposed  a  tax  of  five  dollars  per  annum  on  each  telephone  in- 
strument in  the  city  of  Ogden.  There,  we  upheld  the  tax,  even  though  it  was  in 
excess  of  the  amount  needed  for  regulation.  Mr.  Justice  Miner,  si>eaking  for  the 
court,  said,  at  page  78  of  17  Utah,  at  page  989  of  53  P. :  "♦  *  ♦  Under  the  cir- 
cumstances, where,  by  the  constitution  and  statute  express  authority  is  given  to 
raise  revenue  by  levying  and  collecting  a  license  fee  or  tax  upon  any  private 
corporation  or  business  within  the  limits  of  the  city,  and  regulate  the  same  by 
ordinance,  it  is  held  that  the  munidpality  is  linUted  to  the  mere  expense  of  the 
regulation,  hut  that  it  map  impose  a  reasonable  license  tax  for  the  purpose  of 

obtadning  revenue  necessary  to  meet  the  general  expenses  of  such  municipality, 

♦  ♦  ♦'» 

In  the  case  of  Matthews  v.  Jensen,  1900,  21  Utah  207,  61  P.  303,  this  court  was 
considering  the  licensing  of  sheep  by  the  Board  of  County  Commissioners  of  Cache 
County.  There,  the  author  of  the  opinion  commented  on  Ogden  v.  Grossman,  supra, 
as  follows  at  page  217  of  21  Utah,  at  page  305  of  61  P. :  "Whether  or  not  that 
case  was  correctly  decided,  and  whether  we  would  now,  upon  further  considera- 
tion, place  the  same  interpretation  upon  those  sections  of  the  constitution,  are 
questions  immaterial  here,  under  the  view  we  have  taken  of  this  case.  For  all  pur- 
poses herein,  it  may  be  admitted  that  the  principles  stated  in  that  case,  with  ref- 
erence to  an  ordinance  passed  by  a  city,  apply  with  equal  force  to  one  passed  by 
a  county  and  that  the  legislature  has  plenary  power  to  authorize  a  hoard  of 
county  commissioners  to  impose  a  license  upon  occupation  for  revenue  only,  even 
in  the  absence  of  any  regulation,  police  or  otherwise,  of  the  business,  *  *  *" 

In  view  of  the  wording  used  by  the  author  in  that  particular  opinion,  we  call 
attention  to  the  language  of  Sections  15—8—59  and  15—8—80,  U.G.A.  1943.  The 
former  starts  with  "They  (cities)  may  license,  tax  and  regulate'*  and  then  there 
follows  an  enumeration  of  businesses  which  are  subject  to  both  license  ordinances 
and  regulating  ordinances.  The  latter  section,  however,  starts  out  as  follows : 
"They  (cities)  may  raise  revenue  by  levying  and  collecting  a  license  fee  or  tax." 
The  difference  in  phraseology  is  only  important  because  in  the  Matthews  case  the 
opinion  contains  the  following  language:  "*  ♦  ♦  A  mere  tax  imposed  upon  a 
business  or  occupation,  therefore,  is  not  a  license,  unless  the  levy  confers  a  right 
or  privilege  as  to  the  business  which  would  not  otherwise  exist.  So,  a  right  to 
license  a  business  or  occupation  does  not  imply  a  right  to  exact  a  tax  merely  for 
revenue,  and  where  the  object  is  revenue  the  power  to  license  for  that  purpose 
must  be  conferred  in  unequivocal  terms." 

It  would  appear  from  the  wording  of  Section  15 — 8 — 80  that  the  power  to  li- 
cense for  revenue  purposes  was  conferred  in  unequivocal  terms  and  meets  the 
test  prescribed  in  the  Matthews  decision. 

Even  were  we  not  able  to  differentiate  some  of  the  principles  announced  in  the 
Matthews  opinion  from  those  presently  involved,  it  is  doubtful  whether  the  lan- 
guage relied  on  by  the  plaintiff  is  not  dictum  for  the  reason  that  the  important 
principle  announced  in  that  case  was  that  the  tax  was  arbitrary  and  discrimina- 
tory. The  court  found  that  the  primary  purpose  of  that  ordinance  was  to  raise 
revvenue.  However,  the  Board  of  County  Commissioners  had  singled  out  the  sheep 
business  and  had  imposed  a  license  solely  upon  the  business  of  raising,  herding 
and  pasturing  sheep.  The  court  refused  to  uphold  the  tax  on  the  ground  that  it 
was  unequal  and  oppressive  and  said,  21  Utah  at  page  227,  61  P.  at  page  308 : 
"♦  ♦  ♦  Private  rights  cannot  thus  be  arbitrarily  invaded  or  annihilated,  under 
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the  mere  guise  of  a  license.  One  class  of  citizens  cannot  thus  be  compelled  to  bear 
the  burdens  of  government,  to  the  advantage  of  all  other  classes.  The  law,  as  we 
have  seen,  will  not  permit  it.  Neither  the  constitution  nor  the  statute  authorizes 
boards  of  county  commissioners  to  enact  ordinances,  as  in  this  instance,  to  tax 
citizens  arbitrarily  and  unjustly,  by  license  which  confers  no  privilege  that  was 
not  previously  enjoyed,  and  which  has  no  view  to  regulation.  Unjust  and  illegal 
■discrimination  between  persons,  in  taxation,  and  the  denial  of  equal  justice,  are 
within  the  prohibitions  of  the  constitution  of  this  state,  and  of  the  United  States. 
No  person  can  be  deprived  of  his  property  without  due  process  of  law.'* 

We  think  that  pronouncement  distinguishes  that  action  from  the  instant  case. 
Here,  the  ordinance  is  applied  to  all  businesses  within  the  corporate  limits  of  the 
-city  of  Ogden. 

[4]  In  Provo  City  v.  Provo  Meat  Packing  Company,  1917,  49  Utah  528,  165  P. 
477,  Ann.Cas.l918D,  530,  defendant  was  protesting  the  imposition  of  two  separate 
municipal  taxes,  one  an  occupation  tax  on  merchants  who  carried  on  business  in 
Provo  City  and  the  other  a  regulatory  tax  imposed  upon  those  engaged  in  the 
business  of  slaughtering  and/or  selling  fresh  meat  in  Provo.  The  court  attempted 
to  clarify  the  situation  with  regard  to  the  imposition  of  these  two  types  of  taxes 
upon  local  businesses.  We  quote  from  pages  531  and  532  of  49  Utah,  at  page 
479  of  165  P.,  Ann.Cas.l918D,  530 :  *♦  *  *  *  The  term  'occupation  tax'  is, 
how^ever,  sometimes  also  applied  to  a  license  fee  or  license  tax,  and 
thus  some  confusion  has  at  times  arisen  concerning  the  meaning  of  the 
two  terms.  Properly  speaking,  a  license  fee  or  a  license  tax  comes  within 
and  is  based  upon  the  police  power  of  the  state  to  regulate  or  to  prohibit  a  particu- 
lar business.  Such  a  fee  or  tax  is  primarily  intended  to  regulate  a  particular  call- 
ing or  business,  and  not  to  raise  revenue,  while  an  occupation  tax  is  primarily 
intended  to  raise  revenue  by  that  method  of  taxation.  *  ♦  *  " 

After  discussing  the  1917  statutory  provisions  similar  to  Sections  15 — 8 — 39, 
U.C.A.1943,  and  15—8—80,  U.C.A.1943,  as  applied  to  the  facts  of  the  case,  the  court 
then  said,  49  Utah  at  page  533,  165  P.  at  page  479,  Ann.Cas.l918D,  530 :  ''Now,  we 
have  pointed  out  that,  under  our  Constitution,  both  an  occupation  tax  and  a  license 
fee  or  tax  may  be  imposed.  We  have  also  shown  that  the  Legislature  of  this  state 
has  clearly  conferred  both  the  power  to  impose  an  occupation  tax  for  revenue  pur- 
poses and  to  impose  a  license  fee  or  tax  for  the  purpose  of  regulation  under  the 
police  pmver,  and  hence  the  objection  of  want  of  i)Ower  must  fail." 

[5,  6]  In  keeping  with  the  reasoning  of  the  Provo  City  case  it  would  appear  the 
legislature  intended  that  Section  15 — 8 — 39,  U.C.A.1943,  was  to  be  considered  as  a 
delegation  of  power  to  municipalities  to  license  and  regulate  certain  businesses 
that  required  regulation  to  protect  the  health,  morals  and  general  welfare  of  the 
public,  while  Section  15 — 8 — 80,  U.C.A.1943,  was  to  be  considered  as  primarily  a 
delegation  of  the  taxing  power  for  revenue  purposes,  thus  allowing  cities  to 
impf>se  an  occupation  tax  on  those  businesses  w^hich  did  not  require  close  super- 
vision and  regulation.  We  hold  that  such  was  the  legislative  intent  and  that  the 
provisions  are  not  interdependent. 

[  7,  8]  The  next  question  posed  for  consideration  is  whether  members  of  the 
legal  profession  because  they  are  part  of  the  judicial  branch  of  the  government 
are  subject  to  licensing  by  municipalities.  Allowing  the  judicial  department  to 
maintain  its  independence,  to  control  admission  to  practice  law,  to  discipline  its 
members,  and  to  prescribe  rules  for  their  conduct  before  the  courts  of  the  state 
^oes  not  require  that  members  of  the  profession  be  exempted  from  the  various 
civil  and  criminal  statutes  or  ordinances  of  the  state,  county  or  cities.  See 
Thatcher  v.  Industrial  Commission,  Utah,  207  P.2d  178.  As  members  of  the  bar, 
their  admission  to  practice  and  their  professional  conduct  after  admission  are 
essentially  matters  to  be  regulated  by  the  judicial  department  of  the  state.  As 
members  and  citizens  of  the  state,  county  and  city,  their  rights,  privileges  and 
immunities,  as  well  as  their  duty  to  pay  a  fair  share  of  the  expenses  of  govern- 
ment, like  those  of  any  other  citizen,  are  controlled  by  the  laws,  ordinances  and 
regulations  of  the  political  body  of  which  they  are  a  part  and  from  which  they 
receive  protection.  No  one  could  reasonably  contend  that  lawyers  as  a  class  are  not 
subject  to  laws  enacted  pursuant  to  the  police  powers  of  the  state  or  municipality 
and  the  members  of  the  profession  would  protest  any  attempt  to  deny  to  them 
the  services  afforded  by  the  various  sovereignties.  There  is  no  rational  basis  for 
a  contention  that  lawyers  are  privileged  because  of  their  calling  and  should  not 
be  subject  to  the  provisions  of  an  ordinance  enacted  for  the  purpose  of  raising 
revenue  to  defray  city  expenses  unless  there  is  a  showing  that  the  ordinance  is 
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discriminatory.  A  license  to  practice  law  issued  by  the  state  does  not  grant  im- 
munity from  taxation. 

Under  somewhat  similar  circumstances  the  city  of  Los  Angeles  imposed  an 
occupation  tax  upon  the  business  of  attorneys-at-law.  In  the  case  of  Ex  parte 
Galusha,  184  Cal.  697,  195  P.  406,  407,  the  Supreme  Court  of  California  disposed 
of  this  same  contention  in  the  following  language ;  "As  in  the  case  of  other  pro- 
fessions or  businesses  which  can  be  taxed  by  the  state,  the  cases  hold  that  the 
state  can  delegate  to  a  municipality  the  power  to  impose  a  tax  for  the  privilege 
of  following  the  practice  of  the  professioH  within  the  jurisdiction  of  the  munici- 
pality. Goldthwaite  v.  Montgomery,  50  Ala.  486 ;  St.  Louis  v.  Sternberg,  69  Mo. 
289,  Id.,  4  Mo.App.  453 ;  Wilmington  v.  Macks,  86  N.C.  88,  41  Am.Rep.  443.  The 
imposition  of  an  occupational  tax  by  a  municipality  upon  those  engaged  in  the 
practice  of  the  legal  profession  is  not  an  interference  with  state  affairs.  The  mere 
compliance  of  certain  prerequisites,  in  return  for  which  a  license  to  practice  law 
is  granted  by  the  state,  does  not  place  a  person  beyond  the  range  of  additional 
regulation  of  the  conditions  upon  which  the  license  may  be  used.  The  munici- 
pality, in  imposing  an  occupational  tax  upon  attorneys,  is  not  interfering  with 
state  regulations,  for  it  is  not  attempting  to  prescribe  qualifications  for  attorneys 
different  from  or  additional  to  those  prescribed  by  the  state.  It  is  merely  providing 
for  an  increase  in  its  revenue  by  imposing  a  tax  upon  those  who,  by  pursuing 
their  profession  within  its  limits,  are  deriving  benefits  from  the  advantages  es- 
I)ecially  afforded  by  the  city.  The  tax  levied  upon  the  business  of  practicing  law, 
rather  than  upon  a  person  because  he  is  an  attorney  at  law.  *  ♦  ♦" 

[9]  Plaintiff,  however,  argues  that  the  ordinance  is  discriminatory  and  arbi- 
trary because  it  exempts  those  attorneys  who  are  employed  by  other  persons, 
firms  or  corporations.  This  argument  is  based  upon  the  mistaken  premise  that  this 
is  a  tax  on  incomes  earned  within  the  city  of  Ogden,  while  in  reality  it  is  an  oc- 
cupation tax.  Being  an  occupation  tax,  the  classification  is  reasonable  and  not 
arbitrary  because  it  includes  all  businesses  operated  within  the  city.  There  is 
no  denial  of  equal  protection,  no  invasion  of  the  privileges  and  immunities  of  any 
class  of  citizens  and  the  ordinance  operates  equally  upon  all  persons  similarly 
situated. 

[10]  In  the  case  of  Slater  v.  Salt  Lake  City,  Utah,  206  P.2d  153,  we  reviewed 
some  of  the  authorities  dealing  with  unconstitutional  ordinances  and  discussed 
the  elements  necessary  to  render  an  ordinance  invalid  because  of  discrimination. 
We  quote  from  that  decision,  at  page  160  of  206  P.2d :  "This  court  has  passed 
on  the  constitutionality  of  statutes  and  ordinances  and  has  tested  them  by  the 
rule  of  unjust  discrimination.  In  State  v.  Mason,  94  Utah  501,  78  P.2d  920,  117 
A.L.R.  330 ;  Broadbent  et  al.  v.  Gibson,  105  Utah  53,  140  P.2d  989 :  and  Wall- 
berg  et  al.  V.  Utah  Public  Welfare  Commission  et  al.,  Utah,  203  P.2d  935,  we  dis- 
cussed the  elements  necessary  to  render  a  statute  or  ordinance  unconstitutional 
because  of  discrimination.  Discrimination  is  the  essence  of  classification  and  does 
violence  to  the  constitution  only  when  the  basis  upon  which  it  is  founded  is  un- 
reasonable. In  fixing  the  limits  of  the  class,  the  legislative  body  has  a  wide  dis- 
cretion and  this  court  may  not  concern  itself  with  the  wisdom  or  policy  of  the  law. 
Our  function  is  to  determine  whether  an  enactment  operates  equally  ui)on  all  per- 
sons similarly  situated.  If  it  does  then  the  discrimination  is  within  permissible 
legislative  limits.  If  it  does  not,  then  the  differentiation  would  be  without  reason- 
able basis  and  the  act  doe^  not  meet  the  test  of  constitutionality." 

In  the  instant  case  the  purpose  of  the  ordinance  was  to  raise  revenue.  In  order 
to  accomplish  the  purpose  the  city  of  Ogden  used  the  means  provided  and 
authorized  by  Section  15 — 8 — 80,  U.C.A.1943,  by  levying  and  collecting  a  license 
fee  or  tax  on  businesses  operating  within  the  city.  The  failure  of  the  ordinance  to 
include  wage  earners  along  with  businesses  is  not  arbitrary  and  capricious  as 
employees  are  not  persons  similarly  situated  to  those  members  of  the  profession 
who  operate  their  own  businesses. 

[11,  12]  Plaintiff's  last  contention  that  this  tax  is  in  excess  of  the  power  dele- 
gated to  cities  because  it  is  in  the  nature  of  an  income  tax  must  also  fail.  An 
occupation  tax  does  not  become  an  income  tax  because  the  amount  levied  is  based 
upon  gross  income.  Using  gross  income  as  a  base  for  determining  the  amount  of 
tax  may  be  considered  one  means  of  ensuring  greater  fairness  and  equality  in 
taxation. 

In  Salt  Lake  City  v.  Christensen  Company.  34  Utah  38.  95  P.  523.  17  L.R.A., 
N.S..  899.  this  court  considered  a  license  tax  imposed  by  the  City  of  Salt  Lake, 
which  tax  was  based  and  graduated  according  to  the  amount  of  capital  em- 
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ployed  in  the  businesses  conducted  within  the  city.  The  court  said  at  page  43  of 
34  Utah,  at  page  525  of  95  P.,  17  L.R.A.,  N.S.,  898:  "Independently  of  the  con- 
stitutional exception  above  discussed,  the  courts  have  frequently  passed  upon 
and  applied  the  general  constitutional  provision  demanding  equality  and  uni- 
formity of  taxation.  [Art.  13,  §  3.]  The  decisions  are  almost,  if  not  quite,  unani- 
mous that  the  constitutional  provision  which  imposes  equality  and  uniformity 
of  taxation  has  no  application  to  an  occupation  or  license  tax,  but  is  limited  to 
a  direct  property  tax  which  is  assessed  and  collected  in  the  usual  way.  *  *  *  " 

There,  it  was  held  that  the  graduation  of  the  tax  rates  made  for  greater 
uniformity.  The  court  said  that  there  was  no  method  of  taxation  that  is  abso- 
lutely equal  and  uniform  and  that  the  method  provided  by  that  ordnance  was 
to  be  left  to  the  discretion  of  those  whose  duty  it  is  to  impose  and  collect  the 
taxes. 

"Where  neither  the  Constitution  nor  the  statute  imposes  absolute  restrictions, 
the  courts  may  not  arbitrarily  impose  any  unless  it  clearly  appears  that  the  tax 
imposed  is  oppressive,  or  clearly  and  imreasonably  discriminatory,  and  thus  is 
an  abuse  of  the  taxing  power."  At  page  47  of  34  Utah,  at  page  527  of  95  P.,  17 
L.R.A.,  N.S.,  898. 

In  the  instant  case,  we  are  considering  an  occupation  or  license  tax  on  bus- 
inesses. The  board  of  commissioners  of  Ogden  City  decided  that  a  fair  way  to 
levy  and  collect  this  tax  was  on  the  gross  income  of  the  businesses  concerned. 
That  they  based  the  amount  of  the  tax  on  gross  income  does  not  constitute  the 
imposition  of  an  income  tax.  Rather,  this  is  one  of  the  permissible  means  a 
taxing  unit  may  use  in  providing  for  greater  equality  and  more  uniformity  in 
imposing  the  tax. 

We  reserve  a  discussion  of  the  legal  principles  involved  should  Ogden  City 
seek  to  collect  a  license  tax  from  lawyers  not  engaged  in  business  in  that  city. 
Facts  have  not  been  alleged  which  indicate  that  an  attempt  is  being  made  to 
license  out  of  city  attorneys  and  so  we  have  assumed  that  the  ordinance  will 
only  be  constitutionally  applied  to  those  members  of  the  profession  who  main- 
tain oflaces  or  places  of  business  within  the  corporate  limits  of  Ogden  City. 
For  the  purpose  of  this  action,  Ogden  City  concedes  the  ordinance  cannot  em- 
brace attorneys  whose  place  of  business  is  elsewhere  than  in  that  city. 

The  temporary  writ  of  prohibition  is  recalled  and  the  action  dismissed.  Each 
party  to  bear  their  own  costs. 

Wolfe  and  McDonough,  J.,  concur. 

Pratt,  Chief  Justice  (dissenting). 

The  prevailing  opinion  has  jumped  into  two  conclusions  from  a  premise  that 
will  support  only  one. 

Let  us  quote  the  provision  in  Volume  1,  Compiled  Laws  of  Utah  1888.  per- 
taining to  the  professions,  that  was  repealed  and  not  included  in  the  Revised 
Statutes  of  1898.  It  reads :  "To  license,  tax  and  regulate  lawyers,  surgeons, 
physicians,  dentists,  and  other  like  professions  ♦  ♦  *." 

At  the  time  that  the  quoted  section  appeared  in  the  laws  of  1888,  the  follow- 
ing section  also  appeared :  "To  raise  revenues  by  levying  and  collecting  a  license 
fee  or  tax  on  any  private  ♦  *  *  business  within  the  limits  of  the  city  *  *  *."  (For 
purposes  of  this  discussion  this  is  the  same  as  Sec.  15 — 8 — 80  in  the  prevailing 
opinion.)   (Italics  added.) 

Obviously  the  legislature  at  that  time  did  not  think  that  the  word  "business" 
included  "professions,"  so  a  section  was  put  in  the  law  to  cover  "professions." 
(The  first  quotation  above.) 

The  Boreman  case  holds :  "By  repealing  the  clause  providing  for  licensing  and 
taxing  lawyers,  and  enactins:  the  general  clause  referred  to,  leaving  lawyers  and 
the  professions  generally  out  of  such  re-enactment,  impels  the  conclusion  that 
the  legislature  intended  to  deprive  the  cities  of  the  power  to  impose  a  license  fee 
or  tax  upon  lawyers  that  they  had  formerly  possessed.  There  must  have  been  an 
object  and  purpose  in  this  deliberate  repeal  in  one  section  and  omittinj?  to  insert 
its  provisions  in  the  act  as  re-enacted,  having  special  reference  to  licensiiiir  and 
taxing  in  cities.  And  when  subdivision  87  is  consid9red  with  reforonre  to  suh- 
(Ih'ision  SS  and  the  repeal  o^  su^divis^on  0  of  S<^?.  288.  it  is  pvident  that  H  was 
not  intended  that  lawyers  should  be  licensed  or  taxed  under  its  provisions." 
(Italics  added — subdivision  6,  Sec.  288  is  the  first  quotation  above.) 

Sivhdivision  S8  referred  to  is  the  one  whioh  is  comparable  to  section  15 — 8 — 
30.  TJC.A.1943,  quoted  in  the  prevailing:  opinion.  It  enumerates  the  various  kinds 
of  hvHne^fi  that  mav  be  licensed  and  regulated.  It  is  the  present  detail  of  this 
section  which  the  prevailing  opinion  says  we  need  not  consider  any  longer.  The 
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reason?  Because  Section  15 — 8 — 80,  U.C.A.1943  (quoting  in  the  prevailing  opin- 
ion ) ,  includes  these  words :  "♦  ♦  *  no  enumeration  of  powers  of  cities  contained 
in  title  15,  chapter  8,  Revised  Statutes  of  Utah,  1933,  shall  be  deemed  to  limit 
or  restrict  the  general  grant  of  authority  hereby  conferred." 

This  brings  us  to  the  conclusion,  adopted  by  implication  in  the  prevailing 
opinion,  that  is  not  supported  by  that  premise. 

It  is  true  that  the  clause  last  above  quoted,  throws  the  field  wide  open  for  the 
application  of  Section  15 — 8 — 80,  U.C.A.1943,  to  all  kinds  of  business;  but  there 
is  no  reason  nor  logic  for  concluding  that  as  the  result  of  the  opening  of  that 
field  that  "professions"  have  suddenly  become  kinds  of  "business"  and  thus  in- 
cluded in  the  terms  of  Section  15 — 8 — 80.  The  distinction  between  a  profession 
and  a  business  is  still  recognized. 

We  have  repeatedly  recognized  the  practice  of  law  as  a  profession.  We've 
recognized  it  in  our  cases  by  using  such  terms  as  "legal  profession,"  or  "pro- 
fessional capacity."  Ruckenbrod  v.  Mullins,  102  Utah,  548,  133  P.2d  325,  144 
A.L.R.  839 ;  In  re  Jones  68  Utah  213,  249,  P.  803.  We  recognize  it  in  our  rules 
governing  "Professional  Conduct."  Section  6 — 0 — 14,  U.C.A.1943,  refers  to  "pro- 
fessional" misconduct.  These  are  but  a  very  few  specific  instances  i>ertaining 
to  lawyers.  Section  79 — 9 — 18,  U.C.A.1943,  defines  "unprofessional  conduct"  as 
it  applies  to  the  medical  profession.  Section  79 — 6 — 8,  U.C.A.1943,  defines  the 
"unprofessional  conduct"  in  the  practice  of  dentistry.  It  seems  rather  super- 
fluous to  mention  these  facts,  but  I  wish  to  emphasize  the  point  that  "profession" 
and  "professions"  are  not  just  passing  words  to  be  discarded  as  merely  decora- 
tive of  a  means  of  livelihood.  It  is  interesting  to  note  that  the  Commission  who 
enacted  the  Ogden  City  ordinance  in  question  were  very  particular  to  define 
"engaging  in  business"  as  including  "the  rendition  of  services  by  persons  engaged 
in  any  profession."  (See  Section  20b  of  the  Ordinance.)  If  "business"  included 
"profession"  this  was  surplusage. 

The  State  has  not  authorized  the  cities  to  license  professions. 

There  is  no  question  about  the  fact  that  under  proper  authority  and  under 
proper  enactments  cities  may  license  the  professions.  Abraham  v.  Citv  of  Rose- 
burg,  55  Or.  359,  105  P.  401,  Ann.Cas.l012A,  599:  5  Am.Jur.  269,  Sec.  13  and 
notes.  Newlin  v.  Stuart,  273  Ky.  626,  117  S.W.2d  608. 

Little  or  nothing  has  been  said  about  the  wording  of  this  ordinance.  I  can't 
escape  the  belief  that,  as  the  majority  of  this  court  upholds  it  as  a  valid  ex- 
ercise of  city  licensing  power,  it  will  become  the  foundation  for  similar  en- 
actments throughout  the  State.  If  so.  I  think  it  is  so  broad  and  uncertain  as  to 
how  it  will  be  applied  to  the  professions,  that  it  cannot  be  justly  enforced.  The 
power  of  final  determination  of  the  amount  of  the  license  lies  with  the  City 
Recorder  (Sec.  18)  who  presumably  will  be  a  layman  unfamiliar  with  what  is 
meant  by  the  practice  of  law,  and  upon  whose  shoulders  will  lie  the  burden  of 
deciding  issues  under  such  provisions  as:  "Only  receipts  from  that  portion  of 
business  engaged  in  loithin  the  corporate  limits  of — blank  city — "shall  be  in- 
eluded  in  gross  receipts  as  used  herein.''  (Sec.  20c).  The  practice  of  law  is  not 
defined  by  the  ordinance,  nor  are  any  rules  provided  to  aid  the  Recorder  in  al- 
lotting business  between  offices  if  an  attorney  conducts  an  office  in  each  of  two 
cities  and  his  practice  is  State  wide.  Such  broad  unrestricted  power  as  is  con- 
templated by  the  ordinance  will  lead  to  arbitrary  action. 

Wade,  J.,  concurs  in  the  views  expressed  in  the  dissenting  opinion  of  Pratt, 
C.  J.  

[H  19^216]  Meyer  Shapiro  v.  The  City  of  New  York 

Court  of  Appeals,  March  22,  1973.  32  X.Y.  2d  96.  343  N.Y.  S.  2d  323 :  aflSrming 
Supreme  Court,  Special  Term,  Kings  County  (If  198-208)  :  appeal  dismissed  for 
want  of  a  substantial  federal  question,  U.  S.  Supreme  Court,  October  9,  1973 
(Docket  No.  73-148). 

N.  Y.  City  Unincorporated  Business — Professionals — Exemption — Repeal — 
Constitutionality. — The  imposition  of  the  N.Y.  City  Unincorporated  Business 
tax  on  self-employed  professionals  is  constitutional.  Imposing  a  tax  on  self-em- 
ployed professionals  while  salaried  professionals  are  exempted  does  not  violate 
equal  protection  of  the  law.  "Profits"  and  "wages"  may  be  classified  and  taxed 
differently  within  the  discretion  of  the  legislature.  In  addition,  subjecting  self- 
employed  professionals  to  a  tax  from  which  they  had  previously  been  exempted 
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is  neither  arbitrary  nor  nnreasonable.  An  exemption  from  tax  is  a  legislative 
policy  and,  therefore,  is  subject  to  change. 

FuLD,  Chief  Justice :  On  this  appeal  brought  directly  to  our  court  from  Special 
Term  on  constitutional  grounds,  pursuant  to  CPLR  5601(b)  (2),  we  are  called 
upon  to  determine  the  validity  of  New  York  City's  Local  Law  No.  36  of  1971  which 
extends  the  tax  imposed  under  the  City's  Unincorporated  Business  Income  Tax 
Law  to  previously  exempted  self-employed  professionals. 

An  unincorporated  business  income  tax  law  has  been  an  integral  part  of  this 
State's  tax  structure  since  1935  (L.  1935,  ch.  33,  §l).Mn  1966,  the  Legislature 
enacted  a  statute  "to  enable  any  city  having  a  population  of  one  million  or  more 
to  raise  revenue  by  authorizing  the  imposition  of  taxes  ♦  ♦  ♦  on  unincorporated 
businesses"  (L.  1966,  ch.  772). 

Pursuant  to  this  legislation,  the  City  of  New  York  enacted  Local  Law  No.  22  of 
1966  which  imposes  the  authorized  tax  (Administrative  Code  of  City  of  New 
York,  §46-1.0  et  seq.).  Patterned  after  the  State  act  (Tax  Law,  §  707  et  seq.>, 
the  city  law  imposes  a  tax,  at  a  flat  rate  of  4  per  cent,  on  the  "taxable  income  of 
unincorporated  businesses  "wholly  or  partly  carried  on  within  the  city"  and  pro- 
vides that  such  tax  "shall  be  in  addition  to  any  other  taxes  imposed"  (Adminis- 
trative Code,  §  S46-3.0[a]).  Taxable  income  under  that  law  is  arrived  at,  as  it  is 
under  the  State  statute,  by  deducting  from  gross  income,  among  other  things,  all 
**ordinary  and  necessary  expenses  paid  or  incurred  during  the  taxable  year  for 
the  prodiiction  *  *  *  of  such  income"  (Administrative  Code,  §  S46~8.0[a]  ;  Tax 
Law,  §706[8][B]).  In  addition  each  unincorporated  entity  is  entitled  to  a  so- 
called  "entity  exemption"  of  $5,000  (Administrative  Code,  §  S46-9.0[l] ;  Tax 
Law,  §  709[1] ).  Furthermore,  the  law  allows  each  partner  or  proprietor  to  deduct 
as  "reasonable  compensation"  for  his  "personal  services"  an  amount  which  may 
not  exceed  $5,000  (Administrative  Code,  §  S46-8.0[a]  ;  Tax  Law,  §  708[a]).^ 

By  way  of  contrast,  under  the  City's  General  Corporation  Tax  Law,  the  net 
income  of  corporations  is  normally  taxed  at  a  rate  of  6.7  percent  (Administrative 
Code,  §  R46-4.0[l][a][l]).  However,  that  law  provides  alternative  bases  for 
computing  the  tax,  the  one  to  be  used  being  that  which  yields  the  greatest  amount 
of  tax  revenue.  Significantly,  the  third  alternative  (§  R40-4.0[l][a])  is  designed 
to  prevent  a  small  closely  held  corporation  from  escaping  the  tax  by  deducting 
from  gross  earnings  all  or  most  of  those  earnings  as  salaries  to  its  stockholders 
and  officers.  That  provision,  in  effect,  permits  the  deduction  of  the  principals' 
salaries  so  far  as  they  are  reasonable — but,  in  so  doing,  it  places  a  ceiling  on 
such  deductions  equal  to  approximately  70  percent  of  the  corporation's  net 
income. 

Prior  to  the  1971  amendment  here  in  question,  the  city  tax  law  defined  unin- 
corporated business  as  "any  trade,  business  or  occupation"  (Administrative 
Code,  §  S46-2.0[a]).  Just  as  under  the  State  statute,  the  local  law  excluded 
from  such  definition  salaried  employees  and  a  certain  class  of  self-employed 
professionals  (§  S46-2.0[b][c]).  In  1971,  the  State  authorized  the  City  to  repeal 
the  provision  excluding  or  exempting  professionals  and  to  redefine  an  "unin- 
corporated business"  to  include  not  only  trades,  businesses  and  occupations 
but  professions  as  well  (L.  1971,  ch.  412,  §  1)  and  in  June  of  that  year  the  City 
passed  Local  Law  No.  36.  A  month  later,  the  plaintiff — a  self-employed  attorney 
suing  individually  and  on  behalf  of  all  others  similarly  situated  and  asserting 
a  violation  of  due  process  and  of  equal  protection  of  the  laws — brought  this 
action  for  a  judgment  (1)  declaring  the  new  law  invalid  and  (2)  enjoining  its 
enforcement. 

In  a  well-reasoned  opinion  (67  Misc  2d  1021),  Supreme  Court  Justice  Mc- 
Groarty,  rejecting  the  plaintiff's  contentions,  upheld  the  local  law  as  constitu- 
tional and  dismissed  the  complaint  on  the  merits.^ 

In  our  court,  the  plaintiff,  as  well  as  a  number  of  amioi  curiae,  advance 
basically  the  same  arguments  as  were  urged  below.  More  specifically,  he  con- 


1  Initially  administered  under  article  16-A  of  the  Tax  Law  (§  886  et  seq.).  tiie  State 
unincorporated  business   tax   Is  presently   administered  under  article  123  of  that  sta'u'e 

2  The  provision  limiting  the  owner's  compensation  to  $5,000  has  appeared  in  the  Stato 
statute  since  its  original  enactment  in  1035  (Tax  Law.  §  38r>-a). 

3  «?omp  four  montliR  later,  the  same  conclusion  was  reached  in  another  dedaratorv  nid;:- 
ment  action  brought  in  New  York  County.  (See  Fliegler  v.  City  of  New  York,  72  Misc 
2d   896). 
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tends  that  Local  Law  No.  36  (1)  constitutes  a  taking  of  property  in  violation 
of  the  Due  Process  Clause;  (2)  violates  the  Equal  Protection  Clause  by  lump- 
ing together  self-employed  professionals  and'  self-employed  businessmen  for  tax 
purposes;  and  (3)  offends  against  the  Equal  Protection  Clause  by  imposing  a 
tax  on  the  earnings  of  self-employed  taxpayers — including  self-employed  pro- 
fessionals— not  applied  to  the  earnings  of  salaried  employees.  He  also  urges  for 
the  first  time  in  our  court  that  (4)  Local  Law  No.  36,  insofar  as  it  classifies  the 
earnings  of  self-employed  professionals  as  business  income  for  tax  purposes, 
constitutes  treating  the  "[l]abor  of  hiiman  beings"  as  "an  article  of  commerce** 
in  violation  of  article  I,  section  17,  of  the  State  Constitution*;  and  (5>  the  City 
Unincorporated  Business  Income  Tax  Law,  before  and  after  its  amendment  by 
Local  Law  No.  36,  is  violative  of  equal  protection  guarantees  in  that  it  imposes 
a  heavier  tax  burden  on  self-employed  individuals  and  unincorporated  entities 
than  that  imposed  on  corporations  raider  the  City's  General  Corporation  Tax 
Law    (Administrative  Code,  §  R46-2.0  et  seq.).* 

Due  Process  Claim 

There  can  be  no  doubt  that  the  tax  law  with  which  we  are  concerned  was 
enacted  solely  and  simply  as  an  exercise  of  the  taxing  power;  it  was  not 
motivated  by  any  purpose  other  than  the  raising  of  revenue  . 

This  being  so,  the  due  process  clause  may  not  here  be  availed  of  to 
condemn   the  statute.  That  clause,  it  has  been  said,  *is  applicable  to  a 
taxing  statute  ♦  *  *  only  if  the  act  be  so  arbitrary  as  to  compel  the  con- 
clusion that  it  does  not  involve  assertion  of  the  taxing  power,  but  con- 
stitutes, in  substance  and  effect,  the  direct  assertion  of  a  different  and 
forbidden  power,  as.  for  example,  the  confiscation  of  property.'  {Magnano 
Co,  V.  Hamilton,  292  U.S.  40,  44), 
(Ampco  Print- Advs.  Corp.  v.  City  of  New  York,  14  N.  Y.  2d  11,  24.  app.  dismd. 
for  want  of  a  substantial  Federal  question,  379  U.  S.  5 ;  see  Lehnhausen  v.  Lake 
Shore  Auto  Parts  Co.,  —  U.  S.  — ,  41  USLW  4289,  4290  [decided  Feb.  20,  1973 J.)  • 

Equal  Protection  Claims 

So  far  as  the  plaintiff's  equal  protection  claims  are  concerned,  the  governing 
principles  are  familiar  and  well  settled.  The  rule  is  elementary  that  "in  taxation, 
even  more  than  in  other  fields,  legislatures  possess  the  greatest  freedom  in 
classification."  {Madden  v.  Kentucky,  309  U.  S.  83,  88;  see.  also,  e.g..  Lehn- 
hauscn  V.  Lake  Shore  Auto  Parts  Co.,  —  U.  S.  — ,  41  USLW  4289,  4290-4292 
[decided  Feb.  22,  1973],  supra;  Allied  Stores  of  Ohio  v.  Bowers,  358  U.  S.  522, 
526-528;  Walters  v.  City  of  St.  Louis,  347  U.  S.  231,  237-238;  Wisca}isin  v.  J.  C. 
Penney  Co..  311  U.  S.  435,  445 ;  Lawrence  v.  State  Tax  Comm.,  286  U.  S.  276, 
283:  Roosevelt  Raceway  v.  Co.  of  Nassau.  18  N.  Y.  2d  30,  39,  app.  dismd.  for 
want  of  a  substantial  Federal  question,  385  U.  S.  453 ;  Ampco  Phnt-Advs.  Corp. 
V.  City  of  New  York,  14  N.  Y.  2d  11,  24,  supra.)  As  the  Supreme  Court  observed. 


*  Not  onlv  was  this  contention  not  mentioned  below  bnt  it  is  specious.  The  ^rst  sentp^r^ 
of  section  17  of  article  I — relied  on  by  the  plaintiff — recites  that  "Labor  of  human  be!n?rs 
is  not  a  commoditv  nor  an  article  of  commerce  and  shrill  never  be  so  corisldered  an^l  con- 
strued "  That  provision  has  nothing  remotely  to  do  with  thp  c-ise  before  us.  Taken  'v  it 
is  directly  from  section  fi  of  the  Clayton  Act  (15  U.S.  Code.  S  17)  and  addod  to  our  State 
Constitution  In  1938,  it  merely  guarantees  to  employees  in  New  York  the  right  to  organize 
into"  trade  unions  free  from  prosecution  under  the  antitrust  laws  as  combinations  or 
pon*;niracies  in  restraint  of  trade.  (See  Revised  Record  of  the  Constitutional  Convention 
of  the  State  of  New  York   [1938],  vol.  Ill,  pp.  2204-2205;  vol    TV,  pp.  267.V267(|  ), 

^-  Since  tills  ])articnl:ir  contention  was  not  Dresontefl  or  arsr-'od  >v.1mw  and  ^n  an«'<tT^n. 
rests  in  nart  upon  the  resolution  of  a  sharply  disputed  question  of  fact — it  may  not  be 
advanced  m  ouf  court.  (See  e.g..  Wilson  v.  Cook.  .S27  T^S  ^74.  4S.?-4.S4  :  }fanP  v.  .Uaf  >r. 
07-,  XY  4M7  •  Matter  of  Lew,  2r).j  N.  22.S  :  see  also,  Cohen  and  Kari'er,  Powers  of  the 
New  York  Court  of  Appeals,  §55,  pp.  267,  270,  n.  f^l  :  §  50.  pp.  2.51-252.)  Tt  matters  not 
thit  the  constitutional  argument  urged  upon  us  involves  equal  protection  just  as  the  'con- 
tentions asserted  below.  (See  Wilf^on  v.  Cook,  327  U.S.  474.  nupra.)  The  crucial  point  Is 
that  thi>«  contention  now  advanced  is  a  completely  different  argument,  based  on  entirely 
different  considerations,  and  not  merely  "  *an  enlargement'  "  of  the  equal  protection  Issues, 
considered  at  Special  Term.  (Wilson  v.  Cook,  r,27  T'.S..  at  yp.  4*^*1  ■1S4.) 

«  In  thK  connection,  we  note  th-^t  thero  is  no  lllpgailty.  eitber  under  the  State  or  Fo  1- 
or-il  Constitution,  in  the  circumstance  that  the  tnx  here  in  ouevtion  is- -to  cull  frorr.  ^he 
lancuage  of  the  act  itself — "in  addition  to  r.ny  other  taxes  iniDosed."  (See.  e.T.  S'fn*r  T^^ 
Comm  V  Mdrirh,  310  U.S.  174.  170:  TJlinnU  Crntrnl  R.  Co.  v.  ^rinnefiofa,  .309  U.S.  157, 
104  •  Strias  Oil  Corp.  v.  ShankSy  273  U.S.  407,  413  :  People  v.  Home  Insurnnre  Co..  00  X  v 
^»o^'  x.if;_y,47  ;  Sorony-Varuum  Oil  Co..  Inc.  v.  Cifi/  of  Nnr  York.  247  App.  D'v.  103.  10.5. 
affd  272  N.Y^  668  ;  People  ex  rel.  New  York  Cent.  <£  Hudson  River,  R.  R.  Co.,  32  App. 
I)iv  11:'.  n.'-IIO.  Mflfd.  on  opinion  below  157  X.V.  <;7T.  »  .\s  Mie  S.]j)ren!e  Court  s-M.I  in 
lllinoiff  Central  R.  Co.  v.  ^ri}^nrsofn  (300  U.S.,  at  p.  104).  the  "Fo'irtoenth  Amendment 
no  more  forbids  double  taxation  than  it  does  doubling  the  amount  of  a  tax;  short  of 
confiscation  or  proceedings  unconstitutional  on  other  grounds." 
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just  about  three  weeks  ago,  in  the  Lehnhausen  case  ( —  U.  S.  — ,  41  USLW 
4289,  4290,  supra). 

*' Where  taxation  is  concerned  and  no  specific  federal  right,  apart  from  equal 
protection,  is  imperiled,  the  States  have  large  leeway  in  making  classifications 
and  drawing  lines  which  in  their  judgment  produce  reasonable  systems  of 
taxation.  As  stated  in  Allied  Stores  of  Ohio  v.  Bowers  (358  U.  S.  522,  526-527)  : 
"The  States  have  a  very  wide  discretion  in  the  laying  of  their  taxes.  When 
dealing  with  their  proper  domestic  concerns,  and  not  trenching  upon  the  prerog- 
atives of  the  National  Government  or  violating  the  guarantees  of  the  Federal 
Constitution,  the  States  have  the  attribute  of  sovereign  powers  in  devising 
their  fiscal  systems  to  ensure  revenue  and  foster  their  local  interests.  Of  course, 
the  States,  in  the  exercise  of  their  taxing  power,  are  subject  to  the  require- 
ments of  the  Equal  Protection  Clause  of  the  Fourteenth  Amendment.  But  that 
clause  imposes  no  iron  rule  of  equality,  prohibiting  the  flexibility  and  variety 
that  are  appropriate  to  reasonable  schemes  of  state  taxation.  The  State  may 
impose  different  specific  taxes  upon  different  trades  and  professions  and  may 
vary  the  rate  of  excise  upon  various  products.  It  is  not  required  to  resort  to 
close  distinctions  or  to  maintain  a  precise,  scientific  uniformity  with  reference 
to  composition,  use  or  value.'  "  ^ 

The  wide  variety  of  classifications  permitted  under  these  principles  goes  far 
to  dispose  of  the  plaintiff's  claim  that  Local  Law  No.  36  is  arbitrary  and 
capricious  insofar  as  it  treats  self-employed  professionals  as  unincorporated 
businesses  for  tax  purposes.  (See,  also,  Foosaner  v.  Director,  Div.  of  Taxation, 
58  N.  J.  57,  62;  Lougee  v.  New  Mexico  Bureau  of  Rerevue  Commissioners,  42 
N.  M.  115,  134-135 :  Davis  v.  Ogden,  111  Utah,  315,  318-328 :  4A  Mertens,  Law 
of  Federal  Income  Taxation,  §  25.122,  p.  496.)  Indeed,  it  has  never  been  suggested 
that  such  classification  is  unconstitutional  or  impermissible  under  the  Equal 
Protection  Clause.  Moreover,  professionals,  just  as  businessmen  frenerally,  have 
ever  been  privileged  to  deduct  "all  the  ordinary  and  necessary  expenses  paid  or 
incurred  *  *  *  in  carrying  on  any  trade  or  business"  as  allowed  by  section  162 
of  the  Internal  Revenue  Code.  (See,  e.g.,  4A  Mertens,  Law  of  Federal  Income 
Taxation,  §  25.122,  p.  496.) 

In  People  ex  rel.  Moffet  v.  Bates  (276  App.  Div.  38,  Affd.  301  N.  Y.  597)— cited 
by  the  plaintiff  as  "constitutional  precedent  that  self-emnioyed  nrnfe«!«ionals 
may  not  be  deemed  as  engaged  in  business" — we  simply  decided  th-^t  tbe  rrovi- 
sion  excluding  professionals  from  the  tax  was  not  violative  of  eonal  T)rr»tpctir*n 
guarantees.  In  so  doing,  we  relied  upon  our  earlier  decisions  holdina:  thnf  onp 
engaged  in  an  occupation  requiring  "professional  knowledsre"  as  opnosed  to 
"mere  skill"  could  be  treated  as  a  professional  and  thus  exempt  from  the  unin- 
corporated business  tax.  (See,  e.g.,  Peo.  ex  rel.  Towrr  v.  State  Tax  Cnw'^^'''^sw». 
2«2  N.  V.  407,  412 :  Gciffcrf  v.  Mcalcy,  293  N.  Y.  583,  586  Matter  of  Voorliees  v. 
Bates.  308  N.  Y.  184.  1^^.^  Manifestly,  neither  that  decision  nor  the  Equal 
Protection  Clause  precluded  the  Ledslature 

From  changing  its  mind  in  making  an  otherwise  permissible  choice  of 
subjects  of  taxation  ♦  *  *  if  such  changes  are  forbidden  in  the  namo  of 
equal  protection,  legislatures  in  laying  new  taxes  would  be  left  powerie*^ 
to  rectify  to  any  extent  distribution  of  tax  burdens  which  experience  had 
shown  to  be  inequitable,  even  though  constitutional. 
(Welch  V.  Henry,  305  U.  S.  134,  144-145;  see  Davis  v.  Ogden,  117  Utah  315, 
318-324.) 

It  is  worth  noting,  before  concluding  discussion  of  this  point  that  a  reading 
of  the  languaire  of  the  exemption  accorded  the  professions — as  it  has  apnea  rod 
both  In  the  State  statute  since  1960  (Tax  Law,  §703rcl)  and  in  the  city  law 
(Administrative  Code,  §  S46-2.0rcl)  prior  to  its  repeal  by  Local  Law  No.  SB- 
makes  it  abundantly  clear  that  the  Legislature  has.  in  fnct.  loni:  considered 
professions  as  unincorporated  businesses.  Thus,  the  exemption  actuallv  defines 
the  income  of  self-employed  professionals  as  "nninnorporated  business  in'^nme." 
The  simple  fact  is  that  heretofore  the  City  has  exempted  self-employed 
professionals  merely  as  a  matter  of  legislative  grace. 

The  niaintiff  also  arsrues  t^at,  e^'on  if  Lecislature  may  legallv  treat  self- 
employed  businessmen  and  self-employed  professionals  similarly  for  tax  pur- 
poses, it  is  impermissible  to  impose  a  business  tax  on  such  self-employed  tax- 


7  Tn  thp  AlJiefJ  F!toreft  raso.  the  co\^^f  wpnt  on  to  snv  r.-^'Q  r.S.  52'^.  H'^^.  f^-r^rn)  +Vnt 
"It  hns  lon^  been  settler!  thnt  a  elnssi^enfion,  thonerh  dipcrlmin'^tnrv.  is  not  nrhitrary  nor 
Tlolative  of  the  Equal  Protection  Clnnse  of  the  Fourteenth  Amendment  if  any  state  of 
facts  reasonably  can  be  conceived  that  would  sustain  it." 
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payers  without  Imposing  the  same  tax  on  salaried  employees.  The  point  i» 
without  merit.  (See  Walters  v.  City  of  St.  Louis,  347  U.S.  231,  236,  supra;  see, 
also,  Latorenve  v.  State  Tax  Comm,,  286  U.S.  276,  283,  supra;  Oliver  Iron  Co.  v. 
Lord,  262  U.S.  172 ;  FUegler  v.  City  of  New  York,  72  Misc  2d  896 ;  Lougee  v. 
New  Mexico  Bureau  of  Revenue  Commissioners,  43  N.M.  115,  134-135,  supra; 
see,  also,  Clark  v.  City  of  Cincinnati,  99  Ohio  App.  152,  affd.  163  Ohio  St.  532; 
Davis  V.  Ogden  City,  17  Utah  315,  329-331,  supra.)  The  Walters  case  (347  U.S. 
231,  supra)  is  particularly  pertinent.  There,  although  an  income  tax  was 
levied  on  self-employed  and  salaried  individuals  alike,  the  latter  complained  be- 
cause they  were  not  permitted  to  deduct  business  expenses  and  make  other 
d^-Auctions  available  to  the  self-employed  taxpayers.  The  Supreme  Court  upheld 
tho  law,  noting  that  the  two  groups  were  not  so  similar  as  to  compel  their 
being  placed  in  "precisely  the  same  classification  for  tax  purposes"  (i,.  236)  : 

"On  its  jfeace,  the  ordinance  classifies  incomes  for  taxation  according  to  their 
sources,  one  category  consisting  of  salary  and  wage  income  and  the  other  of 
profits  from  self-employment  or  business  enterprise.  Classifications  of  earned 
income  as  against  profits  is  not  uncommon,  sometimes  to  the  advantage  of  the 
wage  earner  and  sometimes  to  his  disadvantage.  It  is  a  classification  employed 
extensively  in  federal  taxation,  which  under  appropriate  circumstances  allows 
deductions  to  the  self-employed  not  allowed  to  employees,  discriminates  sharply 
between  earned  income  and  capital  gains,  and  sets  apart  certain  types  of  wage 
earnings  for  social  security  tax  and  for  benefits.  We  cannot  say  that  a  difference 
in  treatment  of  the  taxpayers  deriving  income  from  these  different  sources  is 
per  se  a  prohibited  discrimination.  There  is  not  so  much  similarity  between  them 
that  they  must  be  placed  in  precisely  the  same  classification  for  tax  purposes."  ® 

Indeed,  in  the  Lougee  case  (42  N.M.  115,  133-135,  supra),  the  high  court 
of  New  Mexico  upheld  an  unincorporated  business  tax  imposed  on  self-employed 
professionals,  virtually  identical  to  that  of  New  York  City  and,  we  add,  against 
a  similar  attack  made,  coincidentally,  by  a  self-employed  attorney.  Davis  v. 
Ogden,  (117  Utah  315,  supra)  is  to  the  same  effect.  Before  the  court  was  an 
ordinance  which,  while  levying  a  graduated  "license"  or  "occupation"  tax  against 
the  gross  income  of  persons  engaged  in  business,  including  "the  business  of 
practicing  law,"  excluded  from  its  ambit  wage  earners.  In  upholding  the  tax 
against  an  equal  protection  attack  by  a  self-employed  attorney,  the  court  wrote 
(pp.  330-331)  : 

The  faihire  of  the  ordinance  to  include  wage  earners  alon^  with  busi- 
nesses is  not  arbitrary  and  capricious  as  employees  are  not  persf)ns  similarly 
situated  with  those  members  of  the  profession  who  operate  th^r  own 
businesses. 

It  follows  from  these  decisions  that  the  tax  classification  here  challenged — 
insofar  as  it  distinguishes  between  self-employed  persons  and  salaried  em- 
ployees— is  neither  arbitrary  nor  capricious.  In  short,  a  "state  of  facts  reason- 
ably can  be  conceived  that  would  sustain  it."  (Allied  Stores  of  Ohio  v.  Bowers, 
358  U.S.  522,  528,  supra.)  For  instance,  the  Legislature  may  well  have  grounded 
its  action  upon  the  fact  that  the  self-employed  taxpayer  can,  and  frequently 
does,  hire  other  people  to  work  for  him,  whether  they  be  fellow  professionals — 
associates  in  a  law  firm — or  clerks,  typists,  plumbers'  helpers  or  oflice  boys. 
In  consequence,  his  profits  from  his  profession  or  business  are  in  some  measure 
the  fruit  of  their  labors.  The  Legislature  may  also  have  taken  the  view  that 
self-employed  businessmen,  including  professionals,  earn  their  incomes  in  part 
from  capital  investments,  whether  they  be  printing  presses,  machine  tools,  type- 
writers, law  books,  or  dental  and  medical  equipment.  Moreover,  since  the  em- 
ployer, unlike  those  whom  he  employs,  draws  upon  and  creates  a  need  for  gov- 
ernmental services — such  as,  fire  and  police  protection  and  sauitation  services — 
in  connection  with  his  business  plan  or  oflSce,  the  government  may  certainly 
require  him  to  help  defray  the  cost  of  such  services.  (See,  e.g..  Northwestern 
Mut.  L.  Ins.  Co.  V.  Wisconsin,  247  U.S.  132,  139;  Evansville  Airport  v.  Delta 
Airlines,  405  U.S.  707.)  Nor  may  we  overlook  the  fact  that  the  classification 
under  attack  in  this  case  has  existed  unchallenged  in  the  State  law  since  its 
enactment  almost  four  decades  ago  This  alone  is  some  evidence  that  such 


8  It  is  true  that,  in  WnJterft  (347  U.S.,  at  p.  2.^6),  the  court  observed  that  the  record 
before  it  did  not  disclose  the  actual  impact  of  the  challenged  ordinance.  What  is  signifllcant. 
however,  is  that  the  court  went  on  to  expressly  uphold  the  ordinance  as  constitutional 
and  thus  establish,  contrary  to  the  position  taken  by  the  plaintiff,  that  the  Equal  Protec- 
tion Clause  does  not  require  that  salaried  and  self-employed  taxpayers  be  treated  exactly 
alike  for  tax  purposes. 
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classification  rests  upon  a  just  and  reasonable  ground.  (See,  e.g.,  Lawj^ence  v. 
State  Tax  Comm.,  286  U.S.  276,  283-284,  supra.) 

In  sum,  we  believe,  as  did  the  court  below,  that  Local  Law  No.  36  is  in  all 
respects  valid  and  constitutional.  In  reaching  this  conclusion,  we  are  not  un- 
mindful of  the  appellant's  plaint  that  the  "heavier  tax  burden  laid  on  self- 
employed  earners  could  have  been  spread  more  broadly  and  more  fairly  among 
the  general  tax  population."  The  answer,  however,  is  clear. 

The  fact  that  a  better  taxing  system  might  be  conceived,"  as  the  Supreme 

Court   (per  Brandeis,  J.)   stated,  "does  not  render  the  law  invalid.  *  *  * 

[MJinor    inequalities    and   hardships    are    incidents    of    every    system    of 

taxation. 

(Solomon  v.  State  Tax  Commission,  278  U.S.  484,  491-492.)   Equally  apt  is 

this  statiement  by  the  Supreme  Court  in  Wisconsin  v.  J.  C.  Penney  Co,   (311 

U.S.  435,  445,  supra)  : 

At  best  the  responsibility  for  devising  just  and  productive  sources  of 
revenue  challenges  the  wit  of  legislators.  Nothing  can  be  less  helpful  than 
for  courts  to  go  beyond  the  extremely  limited  restrictions  that  the  Constitu- 
tion places  upon  states  and  to  inject  themselves  in  a  merely  negative  way 
into  the  delicate  processes  of  fiscal  policy-making.  We  must  be  on  guard 
against  imprisoning  the  taxing  power  of  the  states  within  the  formulas 
that  are  not  compelled  by  the  Constitution  but  merely  represent  judicial 
generalizations  exceeding  the  concrete  circumstances  which  they  profess 
to  summarize. 
The  judgment  appealed  from  should  be  aflflrmed,  without  costs. 

Mr.  Rees.  Thank  you.  Could  you  change  the  definition  of  your  tax 
from  franchise  to  income  so  that  the  precedent  set  in  Gardella  would 
f>ermit  reciprocity  with  Maryland  and  Virginia  ? 

Mr.  WixoN.  Mr.  Chairman,  in  1969  the  District  Government  sub- 
mitted to  the  Congress  a  proposed  revision  of  our  income  franchise 
taxing  laws.  We  were  going  to  convert  the  franchise  tax  into  an 
income  tax  which,  if  done,  I  think  we  could  reasonably  assume  would 
have  been  allowable  as  a  credit  in  Maryland  and  Virginia  against 
•any  Maryland  and  Virginia  income  tax. 

The  Maryland  law  permits  a  credit  to  be  taken  against  the  Mary- 
land tax  for  income  taxes  imposed  by  other  jurisdictions  on  Main- 
land residents.  The  Court  of  Appeals  of  Maryland  held  that  this 
District  tax  being  a  franchise  tax  for  the  privilege  in  engaging  in 
trade  or  business  was  not  an  income  tax  and  thus  under  Maryland 
law  could  not  be  taken  as  a  credit  against  Marj^land  income  tax. 

HOME   RUI^   ACT 

Nothing  happened  with  the  1969  proposals  and  so  we  now  retain 
the  1947  act.  The  problem  with  changing  it,  I  would  suppose,  to  an 
income  tax,  is  the  consequence  of  the  Home  Rule  Act,  section  602, 
which  says, 

The  council  does  not  have  any  authority  to  impose  any  taxes  on  the  whole 
or  any  portion  of  the  personal  income  either  directly  or  at  the  source  thereof 
of  any  individual  not  a  resident  of  the  District. 

There  the  terms  individual  and  resident  are  defined  in  section  4 
of  the  District  of  Columbia  Franchise  Act  of  1947.  Without  trying 
to  pass  upon  the  question  there  is  an  indication  in  the  Home  Rule 
Act  that  income  taxes  will  not  be  imposed  either  directly  or  at  the 
source  thereof  on  Maryland  residents. 

Obviously,  the  matter  would  be  solved  if  the  District  of  Columbia 
had  an  income  tax,  at  least  as  I  understand  Giwdella,  But  at  th^.  pres- 
ent time,  we  don't  have  an  income  tax.  We  have  a  franchise  tax.  The 
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posture  is  as  the  gentleman  to  my  left  has  indicated  that  neither 
Maryland  nor  Virginia  will  permit  a  credit  against  their  state  income 
taxes  for  franchise  taxes  paid  to  the  District  of  Columbia. 

Mr.  Rees.  Gardella^  is  that  narrow  ? 

Mr.  WixoN.  In  my  judgment,  yes,  sir.  It  may  be  thought  to  be  a 
matter  of  semantics,  but  whether  it  be  semantics  or  not,  the  result  is 
as  I  have  stated  it.  There  is  no  credit  against  Maryland  tax  for  District 
franchise  tax. 

Mr.  Rees.  I  am  one  of  those  who  believes  that  there  should  be  a  com- 
muter tax  because  those  of  us  who  reside  in  Maryland  and  Virginia 
but  use  the  services  of  the  District  pay  no  tax  except  for  sales  taxes. 

Mr.  WixoN.  Since  1947  a  certain  number  of  Maryland  and  Virginia 
residents  have  been  subjected  to  this  tax  without  any  credit  being  given 
to  them  by  the  State  of  their  residence.  We  are  not  doing  something 
that  is  novel  and  new  in  the  sense  that  we  are  creating  a  tax  which  never 
existed  before. 

We  are  removing  an  exemption  which  has  been  in  effect  since  1947. 

Mr.  Rees.  Later  this  morning  we  will  have  Mr.  William  H.  Forst, 
the  State  Tax  Commissioner  of  Virginia  and  we  can  discuss  this  with 
him. 

Mr.  McKinney  ? 

COMPARATIVE   TAX,   DISTRICT   OF   COLUMBIA,    MARYLAND   AND   VIRGINIA 

Mr.  McKinney.  Has  anyone  made  a  comparative  study  on  a  lawyer, 
dentist,  or  doctor  doing  business  at  the  level  of  $30  or  ^40  or  $50,000 
a  year  in  both  Maryland  and  Virginia  with  the  District? 

Mr.  Back.  Yes,  sir,  we  have.  I  will  have  to  see  if  we  can  find  it.  We 
have  made  comparisons  of  individuals.  I  will  call  attention  to  one  fact. 
Both  Maryland  and  Virginia  tax  business  income.  A  District  of  Colum- 
bia resident  that  operates  a  business  in  Virginia  or  Maryland  is  sub- 
jected to  their  tax  on  his  business  income. 

Our  risky  profit  is  on  wages  and  salaries,  and  they  do  allow  their 
residents — our  residents  a  credit.  A  District  of  Columbia  resident  that 
has  a  business  in  Virginia  is  subject  to  tax  on  that  business  income  in 
Virginia  but  they  do  allow  him  a  credit  for  what  he  has  paid  the  Dis- 
trict on  the  same  income. 

It  pretty  much  wipes  out  the  Virginia  or  Maryland  tax  on  business 
income  because  they  do  allow  the  credit  against  the  District  of  Colum- 
bia residents. 

IMr.  McKinney.  If  you  do  have  figures  I  would  like  to  have  them  as 
a  matter  of  record  for  the  committee. 

I  would  like  to  have  what  the  potential  cost  differential  would  be  for 
a  professional  doing  business  here  in  Washington  and  the  same  level 
of  business  in  one  of  the  other  localities.  My  specific  problem  with  this 
tax  I  think  was  clear  in  my  testimony. 

I  happen  to  feel,  and  I  think  that  the  Delejrate  from  Washington 
nlso  agrees  with  me,  that  one  of  the  great  tragedies  is  that  Washington 
does  not  have  enough  doctors.  I  am  not  a  lawyer  ^o  it  is  easy  to  say 
the  city  has  too  many  lawyers. 

Thoi'c  are  not  enough  doctors.  They  have  already  left  the  city,  many 
of  them.  It  is  fine  to  say  that  the  uiiiiK'()]']);)i'jite(l  business  tax  was  put 
in  in  1047,  but  having  been  a  local  merchant  in  ir.y  lifetime,  I  know 
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it  is  darned  hard  to  move  a  store.  It  is  very  simple  to  move  a  legal 
office. 

EFFECT  OP  TAX   IMPOSITION 

It  is  also  easy  for  corporations  to  move  corporate  headquarters.  My 
concern  is  what  is  there  to  keep  a  lawyer  who  lives  in  Alexandria  and 
presently  rents  one  of  those  vast  factories  of  lawyers  that  we  have  on 
19th,  and  18th,  and  K,  what  is  to  keep  him  here  particularly  when  they 
w^ould  be  desirous  of  having  him  in  Alexandria  ? 

There  is  no  reason  for  him  to  do  his  legal  business  in  Washington. 

Mr.  Cook.  As  Mr.  Coppie  indicated,  it  was  our  judgment  that  the 
proposed  tax  on  unincorporated  business  would  not  in  fact  cause  a 
substantial  exodus  of  these  firms  no  more  than  the  converse  would.  If 
for  example,  if  you  want  to  argue  that  it  will  cause  an  exodus,  then  the 
subjection  of  the  District  of  Columbia  lawyer  and  doctor  and  other 
professional  to  a  double  taxation  under  the  Gude  proposal  would  like- 
wise do  so. 

We  anticipate  that  two-thirds  of  these  people  are  already  nonresi- 
dents and  about  a  third  are  residents.  So  the  argument  works  both 
ways.  I  should  like  to  indicate  furthermore  a  comment  by  a  nationally 
recognized  tax  authority,  Dr.  L.  L.  Ecker-Eaez,  in  this  book,  "Finance 
in  the  District  of  Columbia,"  on  page  21,  stated : 

This  city's  business  is  government  and  the  services  for  which  government 
creates  a  demand.  The  city's  monopolistic  advantage,  the  specialty  it  brings  to 
the  marketplace  is  the  by  product  of  its  exclusive  monopoly  as  the  Nation's 
Capital. 

The  business,  organizations,  professional  men,  and  even  some  of  its  residents, 
who  come  here  and  remain  here,  do  so  and  will  continue  to  do  in  increasing 
numbers  because  they  need  and  want  to  be  in  the  National  Capital  for  business, 
educational,  or  social  reasons,  with  little  more  than  a  passing  regard  for  the  tax 
levels  that  prevail  here.  The  answer  to  the  District's  revenue  problem,  to  the 
extent  that  taxation  can  provide  the  answer,  lies  in  plugging  those  gaps  in  the 
tax  dikes  that  have  no  justification  in  tax  fairness  and  can  be  repaired  without 
harming  the  activities  (and  the  persons  that  man  those  activities)  brought  and 
kept  here  by  the  business  of  the  government. 

The  objective  of  the  tax  on  unincorporated  business,  albeit  unrealized,  is  to 
compensate  for  at  least  some  of  the  income  tax  immunity  of  nonresidents  who 
earn  income  in  the  District. 

Mr.  McKiNNEY.  I  am  aware  of  that  report.  I  would  add  that  there 
are  three  cities  in  my  district  with  similar  problems  who  have  lost 
first  their  big  businesses,  then  their  retail  stores,  their  professionals, 
doctors,  lawyers. 

I  can  remember  when  there  was  no  Crystal  City.  It  was  a  swamp. 
I  can  also  remember  when  there  was  no  Arlington.  It  was  a  rock  pile. 
I  would  suggest  that  one  of  the  reasons  they  are  there  and  have  done 
so  well  is  the  fact  that  there  were  certain  unattractive  aspects  to  doing 
business  in  Washington — congestion,  traffic,  rental  space,  costs  and  so 
on.  To  add  one  more  burden  I  think  just  flies  in  the  face  of  the  facts. 

Recognizing  these  problems,  the  State  of  Connecticut  recently  gave 
^ach  city  vast  bonding  powers  to  unload  itself  of  business  taxes,  to 
attract  businesses  and  professionals  back  into  the  city.  Right  now  the 
city  of  Bridgeport,  Conn.,  has  750,000  square  feet  of  empty  office  space 
because  there  isn't  the  attraction  for  people  to  come  in  and  rent  the 
space. 

This  is  what  I  don't  want  to  see  happen  in  Washington. 
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The  figures  for  empty  office  space  in  New  York  boggle  the  imagina- 
tion. I  would  not  like  to  see  this  happen  here,  and  the  only  reason  I 
intercede  now  is  that  it  is  our  responsibility  to  build  a  strong  solid 
Washington. 

Mr.  CoppiE.  Mr.  McKinney,  that  is^  our  responsibility,  too.  We  felt 
that  if  we  felt  this  was  going  to  result  in  what  you  suggest,  it  would 
not  have  been  proposed.  The  flight  from  cities,  either  residential  flight 
or  commercial  flight,  involves  many  things  beyond  tax  burden. 

I  don't  know  about  the  analogy  between  our  situation  and  Con- 
necticut. I  think  it  is  important  to  keep  in  mind  that  we  are  not 
proposing  an  increase  in  taxes.  We  are  proposing  a  broadening  of 
coverage  that  they  have  not  had  to  pay. 

The  tax  burden  has  increased.  This  is  different  from  broadening 
the  coverage  of  the  tax.  I  would  submit  that  there  is  no  community 
in  America  that  would  allow  a  very  substantial  sector  of  its  commer- 
cial community  to  go  untaxed. 

That  is  really  what  this  argument  is  all  about. 

Mr.  WixoN.  I  had  the  privilege  of  being  present  at  some  of  the 
meetings  which  took  place  with  representations  of  the  local  bar  asso- 
ciations and  the  phyicians.  At  those  meetings  expressions  were  made 
by  those  representatives  to  the  effect  that  they  recognize  that  they 
should  pay  a  tax. 

Clearly  the  argument  was  over  how  much.  But  I  don't  think  the 
concept  of  being  taxed  is  an  issue  here. 

ALTERNATrVE   TAXES 

Mr.  McKixxEY.  I  don't  think  the  concept  is  either.  I  back  what  I 
consider  another  alternative.  I  am  looking  for  alternatives.  I  don't 
know  if  any  of  you  have  been  reading  the  beginnings  of  Bi^  Mac's 
suggestion  for  New  York,  Chicago,  San  Francisco  and  Detroit.  They 
all  go  exactly  counter  to  the  direction  in  which  you  are  going,  that 
there  is  never  going  to  be  employment  unless  all  these  taxes  be  dropped 
to  act  as  a  magnet. 

Whether  or  not  they  will,  we  don't  know.  We  know  they  have  acted 
as  a  deterrent.  You  were  talking  about  lack  of  transportation  and 
parking,  overcrowding  and  so  on.  But  the  fact  is  we  are  on  very 
dangei*ous  ground. 

We  thought  we  needed  rent  control  in  New  York  City.  I  have  backed 
rent  control  bills  in  Washington.  Yet  we  are  now  abandoning  apart- 
ment buildings  at  a  frightening  rate  per  year.  At  what  level  do  these 
controls  begin  to  be  counterproductive  ? 

Thank  you  very  much. 

DOUBLE   TAXATION 

Mr.  Rkes.  Could  I  interrupt  for  one  short  Question  ? 

If  you  had  the  80-percent  exclusion  as  in  tne  Gude  bill — H.R.  9471 — 
but  removed  that  pait  of  the  bill  that  would  prohibit  a  D.C.  resident 
from  taking  a  tax  credit,  what  would  the  income  be  to  the  District? 

ilr.  WixoN.  If  you  remove  the  aspect  of  the  Gude  proposal  with 
res))oct  to  the  double  taxation  of  the  District  residents,  it  is  obvious 
that  the  revenue  would  be  less  than  the  present  estimate  of  $7.4  million. 


Digitized  by 


Google 


47 

I  have  not  priced  it  out  with  that  modification  of  the  Gude  proposal. 
However,  you  might  get  some  feel  for  it  with  respect  to  this  issue  as 
you  review  the  combinations  before  you.  But  I  have  no  specific  answer 
at  this  time  that — except  that  that  would  be  under  the  $7.4  million. 

Probably  around  $5.6  million. 

We  do  not  have  a  credit. 

Mr.  Eees.  You  exclude  income  tax  subject  to  the  tax  ? 

Mr.  WixoN.  Right.  I  want  to  further  emphasize  this  point  with 
respect  to  credit.  As  Mr.  Back  indicated  if  you  are  now  a  D.C.  profes- 
sional and  you  operate  in  Virginia  and  have  business  income  m  Vir- 
ginia, you  pay  a  business  tax  on  it  under  their  individual  income  tax. 

You  further  pay  to  the  local  jurisdictions  a  business  privilege  tax. 
Now  we  have  heard  a  lot  about  the  credit,  not  permitting  the  credit. 
The  District  resident  now  does  not  get  a  credit  when  he  files  his  D.C. 
income  tax  return  for  the  taxes  he  pays  to  the  Virginia  local  jurisdic- 
tions or  to  the  State. 

Mr.  Eees.  Thank  you. 

ALTERNATTVE   TAX   COMBINATIONS 

Mr.  Fauntroy.  I  want  it  to  be  crystal  clear  that  if  the  committee 
studies  the  four  combinations  that  you  have  presented  to  us  as  possi- 
l^ilities,  we  can  preserve  three  principles,  one,  that  $8  million  will  be 
raised  from  any  one  of  the  combinations. 

Two,  that  it  will  be  raised  from  those  previously  untaxed  on  their 
unincorporated  business  as  professionals.  Three,  there  would  be  no 
need  for  the  Congress  to  modify  them  in  any  way. 

Mr.  Back.  I  believe  that  is  true,  Mr.  Fauntroy.  I  think  that  is 
right. 

Mr.  CoppiE.  On  the  third  one,  Mr.  Fauntroy,  that  adjustment  has 
got  to  be  written  into  the  revenue  proposal  either  by  the  city  or  by  the 
Congress.  As  currently  proposed  it  does  not  allow  for  one  of  these 
alternatives. 

Mr.  Fauntroy.  If  I  were  to  join  with  Mr.  McKinney  in  an  amend- 
ment that  would  permit  these  kinds  of  combinations  under  the  pro- 
posed tax,  then  in  your  judgment  would  we  achieve  both  the  goal  of 
preserving  tlie  integrity  of  the  District  Government  on  the  one  hand 
and  on  the  other  provide  revenue  needed  from  the  source  proposed  ? 

Mr.  CoppiE.  I  think  we  would  agree  with  that. 

Mr.  CooK.  Mr.  Fauntroy,  as  I  understand  it  and  I  stand  to  be  cor- 
rected if  I  am  in  error,  that  the  several  alternative  approaches  do  not 
include  Mr.  Gude's  proposal  (H.R.  9471)  that  District  residents  would 
be  subjected  to  double  tax  on  the  same  income  ? 

Mr.  Fauntroy.  It  is  proper  that  you  not  include  it,  and  I  appre- 
ciate the  fact  that  you  have  not. 

Mr.  Rees.  Mr.  Whalen  ? 

BASIS   OF   UNINCORPORATED   BUSINESS   TAX 

IMr.  WiiALEN.  Yes,  Mr.  Chairman.  I  would  direct  this  to  any  mem- 
ber of  the  panel  who  would  care  to  respond.  The  tax  on  professionals, 
the  basis  for  the  tax  is  what,  net  income  ? 

Mr.  Back.  That  is  correct. 
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Mr.  Whalen.  In  commercial  enterprises  in  instances  of  franchise 
tax,  imposed  on  commercial  enterprises,  in  most  instances  in  which 
I  am  familiar  it  is  based  on  the  net  worth.  Is  it  not,  of  those  enter- 
prises ? 

Mr.  Back.  I  think  the  net  worth  is  a  technical  accounting  term.  But 
certainly,  most  business  income  taxes  are  based  on  the  net  income. 
This  tax  we  are  talking  about,  an  enterprise  of  whatever  kind  would 
determine  its  net  income  without  salary  allowances  to  the  owner  of 
the  firm. 

The  employees  would  be  deducted.  Then  under  the  District  proposal 
they  would  be  allowed  to  take  55  percent  of  that  and  they  would  end 
up  paying  tax  on  45  percent  of 

Mr.  Whalen.  Of  that  net  income  after  deduction  of  salaries  ? 

Mr.  Back.  That  is  correct. 

APPLICATION    OF    UNINCORPORATED    BUSINESS    TAX 

Mr.  Whalen.  Suppose  there  are  four  attorneys  who  reside  in  Mary- 
land and  operate  a  partnership  and  they  also  have  20  associates,  20 
attorneys  who  are  not  in  the  firm  and  perhaps  30  secretaries,  clerical 
help.  Who  would  be  subject  to  the  tax,  the  four  partners  or  would 
the  other  20  attorneys  who  are  not  in  the  partnership  also  be  sub- 
jected to  the  tax  ? 

Mr.  Back.  The  four  partners. 

Mr.  Whalen.  So 

Mr.  Back.  The  others  would  be  employees  of  the  firm. 

Mr.  Whalen.  Supposing  instead  of  four  from  Maryland,  two  were 
from  the  District  and  two  were  from  Maryland,  they  still  would  be 
subject  to  the  tax  ? 

Mr.  Back.  Yes,  they  would. 

Mr.  W'h alen.  Two  of  them  would  be  under  different  provisions  ? 

Mr.  Back.  Right. 

Mr.  Whalen.  Now,  the  non-D.C.  partners  would  not  be  subject  to 
income  tax  in  the  District  ? 

Mr.  Back.  That  is  correct. 

Mr.  Whaijen.  The  only  tax  they  are  paying  to  the  District  is  to  so- 
called  franchise  t^x  ? 

Mr.  Back.  Yes. 

COUNCIL   HEARINGS 

Mr.  Whalen.  I  have  heard  criticism  raised  that  the  tax  was  passed 
rather  hastily,  that  the  professional  community  was  not  given  an  op- 
portunity to  be  heard.  Is  this  an  accurate  observation  ? 

Mr.  CoppiE.  We  think  not,  sir.  This  particular  aspect  of  our  pro- 
posed pro;[7ram  was  probably  discussed  more  openly  than  any  other 
asj^ect  of  our  proposal. 

We  do  have  a  communication  outlining  the  historj''  of  our  program 
and  the  opportunity  for  the  various  forces  to  be  heard  with  regard  to 
our  proposal  for  1976. 

]Mr.  Whalen.  Was  due  notice  of  the  meeting  given  ? 

ilr.  Wixox.  I  was  there  when  a  number  of  businessmen  appeared 
and  discussed  their  feeling  on  this  proposed  legislation.  I  was  also 
pi-Gsent  when  members  of  the  medical  society  appeared  before  Mr. 
BariT  and  discussed  this  proposal.  It  was  discussed  at  length  on  both 
occasions. 
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Mr.  Whalen.  Thank  3- ou,  Mr.  Chairman. 
Mr.  Eees.  Mr.  Harsha  ? 

PROFESSIONALS  COVERED  BY  TAX 

Mr.  Harsha.  Thank  you,  Mr.  Chairman.  Could  somebody  tell  me 
how  many  professionals  you  believe  this  tax  will  touch? 

Mr.  Cook.  Our  estimate  is  approximately  1,200  partnerships  and 
ov^er  4,500  sole  proprietorships. 

^Ir.  Harsha.  1,200  partnersliips  and  4,500  proprietorships? 

Mr.  Cook.  Yes,  sir. 

Mr.  Harsha.  What  is  proprietorship  ? 

;Mr.  Cook.  Sole  propiietorship. 

Mr.  Harsha.  Do  you  have  any  estimate  of  their  incomes  ? 

Mr.  Cook.  The  statement  was,  as  you  perhaps  know  at  this  point  in 
time,  we  have  for  partnerships  an  information  form  that  is  required  to 
be  filled  out.  We  actually  took  and  reviewed  885  of  those  partnership 
returns,  live  data.  They  report  their  net  income. 

We  computed  the  tax  that  they  would  pay.  Then  the  Internal  Beve- 
nue  Service  publishes  statistics  in  which  they  present  data  on  sole  pro- 
prietorship which  we  used  plus  other  information  to  estimate  the 
amount  of  income  from  proprietorships. 

This  methodology  is  presented  in  our  estimate  in  more  detail,  very 
extensive  detail  of  how  we  arrived  at  the  net  revenue  impact  of  $8 
million. 

RE^'EXUE   ANTICIPATED 

Mr.  Harsha.  And  the  basis  of  those  compilations  and  the  totals  of 
the  net  income  represented  thereby  is  how  you  arrived  at  the  $8 
million  figure? 

Mr.  Cook.  That  is  con-ect. 

Mr.  Harsha.  I  have  heard  reports  that  your  statements  are  way  off 
and  that  in  fact  you  will  raise  much  more"  than  the  $8  million  by  this 
method.  Can  you  respond  to  that  ? 

Mr.  Cook.  Sir,  we  viewed  all  the  data  that  we  had  and  the  best  data 
applicable  to  the  proposed  tax  and  came  up  with  our  estimate  which, 
as  with  any  estimate,  involves  judgment;  we  do  that  with  respect  to 
all  of  our  revenue  estimates.  It  is  our  best  judgment  that  this  is  an 
$8  million  proposal. 

We  have  no  reason  to  overestimate  or  underestimate  a  revenue  state- 
ment. What  you  tiT  to  do  is  get  as  close  as  possible.  We  have  not  any 
motive  to  over  oi*  under  estimate.  We  submit  to  this  committee  as  well 
as  the  other  body's  committee  our  track  record  in  revenue  estimating. 
Over  the  last  8  years  we  overestimated  4  years  and  underestimated  4 
years. 

Mr.  Harsha.  How  did  you  arrive  at  the  figure  of  $8  million? 

Is  that  what  you  needed  ? 

Mr.  Cook.  I  was  given  a  proposal  and  asked  how  much  revenue 
would  it  bring  in  and  I  said  $8  million. 

Mr.  Harsha.  Wasn't  the  proposal  something  short  of  that  originally, 
short  of  the  55  percent  credit  ? 

Mr.  Cook.  We  priced  out  different  levels. 

Mr.  Harsha.  I  understood  that  initially  the  credit  level  of  55  per- 
cent was  to  be  somewhat  lower  than  that. 
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Mr.  Cook.  Yes.  We  presented  an  estimate  on  that  at  20  percent  and 
it  was  around  $20  million.  The  revenue  would  have  been  $20  million, 
not  $8. 

Mr.  Harsiia.  Then  you  raised  that  to  55  percent  so  the  revenue 
would  only  be  $8  million  ? 

]Mr.  Cook.  That  is  riorht. 

Mr.  Harsiia.  Do  you  need  $20  million  or  $8  million  ? 

]Mr.  Cook.  I  made  no  decision  with  respect  to  how  much  is  needed. 
That  is  a  decision  which  I  have  no  official  relationship  with. 

Mr.  Harsha.  Is  the  purpose  to  produce  $8  million  rather  than  to 
impose  a  particular  rate  of  taxation  ? 

Mr.  Cook.  No.  The  question  posed  to  me  was  at  a  55-percent  salary 
allownnce  and  a  $5,000  exemption  with  no  discrimination,  how  much 
would  it  bring  in?  $8  million.  You  asked  me  alternatively  of  the  20- 
pcrcent  salary  allowance,  I  will  give  you  a  different  figure.  That  was 
the  20. 

Mr.  Harsha.  What  is  the  response  of  the  District  to  the  contention 
that  nonresidents  will  by  this  tax  pay  a  disproportionate  share  of  the 
<?ost  for  the  city's  services  they  receive  ? 

Mr.  Back.  It  is  never  possible  to  thrash  out  what  services  one  par- 
ticular firm  or  individual  might  receive.  We  have  a  large  segment  of 
business  not  being  taxed.  This  proposal  would  remove  the  exemption. 

EFFECT   OF   TAX 

Mr.  Harsha.  I  am  not  interested  in  seeing  that  they  remain  no  longer 
taxed.  The  question 'of  tax  itself  is  not  an  issue.  It  is  the  question  of 
the  ramification  of  it,  how  severe  it  is,  whether  or  not  they  are  paymg 
their  fair  share,  and  whether  or  not  the  taxis  of  such  a  nature  that 
it  is  in  fact  going  to  cause  an  exodus  from  the  community  of  services 
that  are  highly  valued  and  highly  needed  by  the  residents. 

I  am  intrigued  with  your  judgment.  You  say  there  will  be  no  exodus. 
Why  do  you  say  that  ? 

Mr.  CoppiE.  Mr.  Harsha,  we  say  there  would  be  no  exodus.  Perhaps 
there  is  going  to  be  a  lawyer  or  lawyers  that  will  leave,  but  in  the 
broad  context  of  no  exodus  that  can  be  supported. 

We  are  talking  about  the  broadening  of  coverage  of  an  existing 
tax  to  a  sector  of  the  community  not  previously  affected. 

I  think  that  the — as  I  understand  it — a  substantial  segment  of  that 
community  feels  that  they  do  have  some  responsibility  to  pay  addi- 
tional taxes  to  the  community.  We  feel  that  our  proposal  looked  at 
in  the  context  of  revenue  needed  in  relationship  to  the  need  to  maintain 
essential  services  in  the  District  of  Columbia  will  stand  hard  scrutiny. 

Looked  at  in  that  context  it  is  not  going  to  result  in  mass  exodus. 
It  is  important  to  keep  in  mind,  as  I  said  before — when  you  look  at 
that,  at  the  migration  from  the  inner  city  to  suburban  areas,  tax 
burden  has  only  been  one  factor.  Far  more  important  has  been  the 
changing  social  and  economic  patterns  of  economic  areas. 

Mr.  Harsha.  I  have  had  a  number  of  doctors  and  dentists  tell  me 
that  they  would  move.  They  would  no  longer  practice  in  the  District 
if  tliey  had  to  pay  $2,000  or'$3,000  or  $5,000  more  a  year  in  taxes.  Most 
of  them  are  in  a  high  bracket  anyway.  If  they  get  this  in  addition  to 
State  tax,  there  is  a  great  incentive  for  them  to  move. 
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TAX  EXEMPnON* 

I  hope  I  am  wrong.  I  hope  you  are  right.  Is  there  any  differential 
in  your  tax  proposal  between  levels  of  income?  Does  a  man  making 
$100,000  get  the  same  exemption  as  a  man  making  $50/)00  or  $25,000  ? 

Mr.  Cook.  He  does,  sir.  He  pays  at  the  same  rate. 

Mr.  Harsha.  There  is  no  distinction  in  exemptions? 

Mr.  Cook.  Presently  it  is  $5,000. 

Mr.  Harsha.  A  $100,000  man  gets  $5,000  as  does  a  $25,000-a-year 
man. 

Mr.  Cook.  Yes,  sir.  That  was  the  statutory  approach  from  the  mcep- 
tion  of  this. 

Mr.  Harsha.  If  another  rate  of  taxation  could  be  shown  to  raise  the 
same  amount  of  money,  the  $8  million  that  the  council  claims  they  need 
for  their  budget,  I  would  assume  then  there  would  be  no  objection  from 
that  standpoint  provided  there  was  no  double  taxation  of  residents  ? 

Mr.  CoppiE.  As  I  pointed  out  earlier,  we  support  our  proposal 
because  we  believe  it  is  the  most  responsible  one  in  the  context  of  the 
unincorporated  business  franchise  tax.  We  have  prepared  for  the  con- 
sideration of  the  Congress  some  combinations  within  the  framework 
of  that  tax  and  within  the  context  of  broadening  that  coverage  of  that 
tax. 

We  are  not  prepared  to  say  that  they  are  acceptable  to  the  committee. 
One  of  those  combinations,  if  finally  adopted,  will  raise  the  necessary 
$8  million  and  preserve  our  ability  to  finance  the  budget  which  is  about 
to  be  considered  to  the  Congress. 

Mr.  Harsha.  Are  there  any  distinctions  made  between  the  classes  of 
businesses  or  the  types  of  businesses  in  your  projTosals? 

Mr.  Back.  No;  there  is  not.  It  is  based  on  business  income.  We  are 
very  much  concerned  about  whether  business  is  going  to  stay  in  the 
District  of  Columbia  or  go  out.  You  and  I  know  that  the  only  good 
tax  is  the  one  the  other  fellow  pays.  We  have  a  large  business  sector 
that  is  not  paying  any  taxes  to  the  District  of  Columbia. 

Mr.  Harstta.  I  don't  think  the  issue  is  whether  or  not  they  should 
pay  taxes,  the  issue  is  whether  this  is  a  fair  tax  commensurate  with  the 
amount  of  services  derived. 

That  is  all  I  have,  Mr.  Chairman. 

Mr.  Wixox.  Might  I  read  the  provisions  which  allow  for  a  deduction 
for  salaries?  This  is  the  present  provision  and  has  not  been  modified 
or  changed  by  the  Council  except  with  respect  to  the  percentage. 

It  is  the  section  of  the  District  of  Columbia  Code  47-1557  B,  para- 
graph 15,  Reasonable  Allowance  for  Salaries  which  states: 

A  reasonable  aUowance  for  salaries  or  other  exemptions  for  personal  services 
actuaUy  rendered  provided  that  the  aggregate  deduction  for  services  rendered 
by  the  individual  members  or  owners  actively  engaged  in  the  conduct  of  tlie 
business  shall  in  no  event  exceed  20  percent  of  the  net  income  and  further  that 
nothing  herein  contained  shall  be  construed  to  exempt  any  salary  or  other  com- 
pensation from  taxation  as  a  part  of  the  taxable  income  of  the  person  receiving 
the  same. 

As  you  can  see,  this  act  was  so  structured  that  all  income  ultimately 
would  be  taxed  whether  as  unincorporated  business  or  as  personal 
individual  income.  You  will  note  further  that  it  is  a  reasonable  allow- 
ance for  salaries.  It  is  not  necessarily  automatic.  That  55  percent  or  60 
percent  or  20  percent  will  be  allowed. 


Digitized  by 


Google 


52 

I  just  wanted  to  make  that  point  because  the  way  we  have  been 
talking,  I  think  it  has  almost  sounded  as  though  it  would  be  automatic. 
It  must  be  reasonable.  From  time  to  time  we  have  had  litigation  over 
what  is  reasonable.  This  does  not  occur  often  but  it  does  occur.  I  don't 
think  it  is  a  major  point. 

I  wanted  to  inform  the  committee  of  its  existence. 

IMr.  Kees.  Herb,  do  you  have  any  questions  ? 

Mr.  Harris.  I  have  one  or  two,  Mr.  Chairman. 

Mr.  Eees.  I  recognize  Mr.  Harris. 

SIMITAR  TAXES   ELSEWHERE 

Mr.  Harris.  I  am  somewhat  familiar  with  the  business  privilege 
tax,  professional  taxes  of  this  kind.  I  wondered  if  there  are  any  sim- 
ilar laws  to  the  ones  being  proposed  in  the  Revenue  Act  in  suburban 
jurisdictions. 

Mr.  Back.  Not  in  the  suburban  jurisdictions.  They  do  not  levy 
taxes  on  unincorporated  business  income  as  a  business  income  tax. 
They  do  in  their  personal  income  tax,  yes.  They  don't  differentiate  and 
tax  it  as  a  business  income  if  it  is  unincorporated. 

Xew  York  has  this  tax. 

]Mr.  Harris.  New  York  City  has  had  this  tax  ? 

Mr.  Back.  Yes. 

ilr.  Harris.  I  think  the  District  and  other  jurisdictions  all  have 
income  taxes  in  the  States. 

ilr.  Back.  Correct. 

^[r.  Harris.  Localities  in  Virginia  don't  have  income  taxes? 

Mr.  Back.  In  Maryland  they  do  have  a  piggyback. 

Mr.  Harris.  This  proposal  would  be  fairly  unique  as  far  as  a  tax 
on  nonresidents  geared  to  income,  is  that  correct  ? 

Mr.  Back.  No.  This  tax  has  been  in  existence  for  30  years.  Mary- 
land and  Virginia  residents  are  paying  it  now  if  they  are  operating 
an  unincorporated  business  in  the  District.  All  we  are  proposing  is 
to  extend  that  to  those  who  have  been  exempt. 

ilr.  Harris.  It  would  still  be  unique  as  far  as  an  income  tax  on 
noniTsidents. 

Mr.  Back.  Only  on  those  individuals  not  heretofore  paying  this  tax. 
There  are  10,000  imincorporated  businesses  now  paying  this  tax. 
Where  the  individual  lives  is  unimportant  because  the  business  is  con- 
ducted in  the  District  of  Columbia. 

yir,  Harris.  What  would  be  the  situation  of  a  professional  group 
if  this  tax  was  adopted  and  they  incorporated?  What  would  be  the 
effect  then  ? 

Mr.  Back.  The  effects  could  be  that  they  would  pay  much  less  tax. 

Mr.  Harris.  Fifty-five  percent  was  not  automatic,  it  was  explained 
to  me.  Could  it  bo  more  than  55  percent  ? 

Mr.  Back.  It  is  my  understanding  it  could  not  be  more. 

]Mr.  WixoN.  Whatever  proposal  is  adopted,  that  amount  will  be  the 
maximum. 

]\rr.  Harris.  In  many  cases  the  great  part  of  the  income  will  go  for 
the  personal  services  of  the  individuals  involved.  If  in  fact  that  was 
the  case  and  they  were  incorporated,  the  corporation  itself  probably 
would  not  show  that  much  of  a  profit  to  be  taxed,  would  it? 
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Mr.  Back.  The  operation  would  be  there  to  cut  the  taxable  income 
down  by  paying  the  salaries.  The  state  statute  says  salaries  must  be 
reasonable.  I  guess  none  of  us  really  knows  what  "reasonable"  means. 

RECIPROCrrT 

Mr.  Harris.  With  regard  to  your  past  experience  with  this  law  and 
unincorporated  businesses  and  with  respect  to  your  plans  to  try  to  apply 
it  to  unincorporated  businesses,  has  there  been  any  discussion  with  the 
other  jurisdictions  with  regard  to  reciprocal  arrangements  ? 

Mr.  WixoN.  Mr.  Harris,  some  few  years  ago  I  appeared  before  this 
committee  with  respect  to  one  of  our  proposals  involving  a  change 
in  our  existing  unincorporated  business  franchise  tax  so  as  to  include 
professionals. 

This  is  not  the  first  time  that  the  proposal  has  been  raised.  The 
<5hairman,  Mr.  McMillan  at  the  time  as  I  recall,  requested  me  to  go 
to  Annapolis  and  to  go  to  Eichmond,  Va.,  and  to  speak  with  the  re- 
sponsible officials  in  those  two  cities  in  order  to  find  out  what  the 
reaction  of  the  States  would  be,  the  two  States  involved,  would  be  to  a 
modification  of  our  income  franchise  tax  law  so  as  to  include  pro- 
fessionals. 

I  mentioned  this  to  the  Senate  District  Committee.  I  was  very,  very 
cordially  received,  but  I  must  say  neither  of  the  officials  involved — Mr. 
Goldstem  of  Maryland  was  one  of  them — was  particularly  desirous 
of  seeing  a  modification  in  the  sense  of  allowing  a  credit  for  any  Dis- 
trict tax  paid  against  a  Maryland  income  tax  or  a  Virginia  income  tax. 

The  reason  was  obvious.  It  would  result  in  a  reduction,  to  a  degree, 
of  income  derived  by  those  two  States  from  taxes,  income  taxes. 

Mr.  Harris.  What  year  was  this  ? 

Mr.  WixoN.  It  might  well  have  been  1969  or  in  that  area.  I  think 
that  is  about  right. 

Mr.  Harris.  There  has  not  been  any  discussion  to  your  knowledge 
since  that  time  ? 

Mr.  WixoN.  No,  sir.  I  reported  back  to  the  committee  what  I  had 
learned  and  T  heard  nothing  more  about  it. 

Mr.  Harris.  Has  there  been  any  fear  expressed — I  heard  in  a  meet- 
ing that  the  general  approach  is  to  tax  nonresidents  heavier  than  resi- 
dents. This  is  expressed  as  a  general  {principle  of  municipal  law.  Is 
tliis  the  theory  the  District  is  now  operating  on  ? 

Mr.  Back.  No,  it  is  not.  We  are  proposing  to  tax  business  income  as 
generated  in  the  District  of  Columbia. 

Mr.  Harris.  You  would  reject  that  theory  ? 

Mr.  Back.  Yes,  sir. 

Both  Fairfax  and  Arlington  Counties  and  Alexandria  tax 
professionals. 

ilr.  Harris.  There  is  no  difference. 

Mr.  Back.  There  are  local  taxes  on  professionals  in  the  counties  of 
Yirgina. 

council  HE.\RING8 

Mr.  Harris.  I  just  have  one  more  question.  I  heard  reference  made 
to  the  process  by  which  the  Council  reviewed  and  considered  this  pro- 
posal. Did  I  understand  that  the  Council  did  have  public  hearings 
with  regard  to  this  proposal  ? 
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Mr.  OoppiE.  That  is  correct,  Mr.  Harris. 

Mr.  Harris.  Does  your  testimony  contain  the  dates  of  those  public 
hearings  ? 

Mr.  CoppiE.  The  supporting  material  that  we  have  presented  con- 
tains a  letter  dated  August  15,  1975,  from  Mr.  Marion  Barry  to  Mr. 
Robert  Harris  which  outlines  the  entire  legislative  history  of  the  tax 
program  this  year. 

That  will  be  responsive  to  your  question. 

Mr.  Harris.  Were  there  public  hearings  specifically  on  this  new 
proposal  and  did  professionals  appear  and  testify  before  the  Council 
on  this  ? 

Mr.  CoppiE.  I  suspect  there  was  not  on  the  specific  proposal. 

Mr.  WixoN.  The  professional  groups  appeared  before  the  finance 
and  revenue  committee  a  number  of  times.  They  were  public  hearings. 
They  were  public.  I  recall  the  bar  association  represented  by  15  or 
16  attorneys  at  one  time  when  I  was  there. 

They  met  a  number  of  times  when  I  was  present.  They  discussed  this 
specific  tax. 

Mr.  Harris.  Were  these  public  hearings  ? 

Mr.  Back.  They  were  public  hearings. 

Mr.  Harris.  I  wondered  if  they  were  public  hearings,  in  other 
words,  notifications  and  so  on. 

Mr.  Back.  Thw  are  public  hearings. 

Mr.  Harris.  Wnere  notification  was  given  ? 

Mr.  Back.  Every  committee  meeting  is  open  to  the  press  and  the 
public. 

Mr.  Harris.  Thank  you,  Mr.  Chairman. 

Mr.  Rees.  Thank  you. 

Mr.  Stuckey? 

discriminatory  tax 

Mr.  Stuckey.  I  really  just  sort  of  have  a  few  brief  comments.  I  am 
somewhat  in  sympathy  with  the  D.C.  Council  and  what  it  is  trying  to- 
do.  I  certainly  realize  you  have  the  need  to  finance  a  citj,  raise  your 
taxes.  The  thing  that  gives  me  a  great  deal  of  concern  is  I  feel  that 
this  is  a  very,  very  discriminatory  tax. 

I  think  that  you  are  singling  out  a  particular  group  and  trying  to 
go  to  them  to  improve  your  base,  your  tax  base.  I  feel  like  probably 
maybe  this  committee  should  really  go  ahead  and  look  at  the  facts  as 
they  are  and  face  up  to  it  and  that  is  that  instead  of  singling  out  a 
particular  group,  maybe  we  need  to  take  a  look  at  the  way  we  drew 
up  the  home  rule  charter  and  reconsider  the  possibility  of  putting  in 
a  commuter  tax  and  having  it  where  it  would  be  fair  to  all. 

I  feel  like  the  approach  we  are  taking  here  is  the  wrong  one.  I  am 
in  sympathy  with  your  need  to  have  a  good  tax  base  but  I  do  think 
we  oncfht  to  be  honest  about  it  and  face  up  to  it. 

Maybe  it  would  be  better  if  we  put  our  efforts  in  that  direction. 
Thank  you,  Mr.  Chairman. 

Mr.  Rees.  Mr.  McKinney  ? 

real  estate  assessments 

Mr.  ]MrKixNEY.  Is  there  any  thought  now  that  the  city  is  moving 
to  100  percent  assessments  of  real  estate,  to  assess  at  time  of  sale  or 
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time  of  permit  rather  than  wait  for  cyclical  reassessments  which  give 
tremendous  amounts  of  real  estate  within  the  city  a  free  ride  at  the 
old  rate? 

Mr.  Back.  As  you  may  remember,  we  are  attempting  to  administer 
a  bill  which  we  call  the  Kees  bill  which  mandates  that  property  be- 
ginning next  year  shall  be  reassessed  every  year. 

At  the  present  time  we  have  reassessed  every  2  years.  That  is  by 
court  order.  Beginning  next  year  we  are  going  to  try  to  assess  every 
property  every  year. 

Mr.  McKiNNEY.  In  the  State  of  Vermont,  the  minute  you  purchase 
a  house  the  purchase  price  becomes  the  assessed  value  of  the  house 
and  that  becomes  your  tax  base. 

I  think  if  you  take  the  1700  block  of  Corcoran  Street,  the  houses 
there — in  2  years  have  gone  from  $52,000  to  $89,000.  That  is  the  same 
house.  Say  you  have  14  similar  houses  that  have  increased  $30,000  in 
value  for  the  30  months  that  they  have  been  standmg,  there  is  a  tre- 
mendous source  of  revenue  here. 

Mr.  Back.  The  basic  objective  in  property  assessment  is  equaliza- 
tion between  properties.  The  only  way  you  can  achieve  that  is  to  assess 
as  often  as  you  can.  I  do  not  agree  that  when  a  house  sells  it  should 
go  on  the  tax  rolls  for  that  particular  dollar  at  that  particular  time. 

Certainly  that  sale  is  considered.  What  we  are  trying  to  determine 
is  a  level  of  market  value  because  if  you  put  that  house  on  at  80  per- 
cent and  the  house  next  to  it  that  did  not  sell  maybe  on  the  50,000 
YOU  are  not  getting  equalization. 

Wherever  that  market  value  is  is  where  you  want  to  bring  all  the 
houses. 

]Mr.  McKiNNEY.  I  would  suggest  it  was  a  gold  mine.  At  least  it  was 
in  our  community. 

[The  prepared  statement  of  the  District  of  Columbia  follows:] 

Prepared  Statement  of  the  Government  of  the  District  of  Columbia  on  H. 
Con.  Res  370,  To  Disapprove  the  D.C.  Revenue  Act  of  1975,  and  H.R.  9471, 
To  Amend  the  District  of  Columbia  Tax  Laws  Applicable  to  Unincorpo- 
rated Business  Income 

presented  by  comer  s.  coppie,  special  assistant  to  the  mayor  for  budget  and 

management  systems 

Mr.  Chairman  and  members  of  the  committee :  I  appreciate  the  opportunity  to 
appear  before  you  today  to  express  the  opiwsition  of  the  Government  of  the 
District  of  Columbia  to  the  concurrent  resolution  and  H.R.  9471  pending  before 
tlie  Committee.  Our  position  of  opposition  will  take  the  form  of  a  discussion  of  the 
expenditure  and  revenue  needs  of  the  District  of  Columbia  Government  for  the 
fiscal  year  ending  June  30,  1976.  The  city's  revenue  proposals  must  be  considered 
in  the  context  of  our  expenditure  requirements,  however ;  and  I  wish  to  begin  my 
statement  by  summarizing  the  District's  program  and  funding  proposals  for 
Fiscal  Year  1976  and  the  need  for  additional  revenues  to  finance  those  proposals. 

Before  I  proceed,  I  request  that  there  be  placed  in  the  hearings  record  the  de- 
tailed documents  submitted  to  the  Committee  by  the  District  Government  in  sup- 
port of  the  Revenue  Act.  The  documents  contain  significant  background  material 
on  the  city's  budget  request,  the  revenue  proposals,  and  the  legislative  history 
of  the  Revenue  Act  of  1975. 

BUDGET  request  FOR  FISCAL   YEAR    1976 

The  District's  budget  request  for  Fiscal  Year  1976  reflects  the  opposing  eco- 
nomic forces  of  recession  and  inflation  that  are  affecting  the  entire  country  and 
especially  the  nation's  major  cities. 


Digitized  by 


Google 


56 

The  costs  of  operating  the  government  and  providing  essential  services  are  in- 
creasing. For  example,  we  have  been  experiencing  a  rapid  growth  in  personnel 
costs — a  trend  that  is  likely  to  continue.  Overall  compensation  costs  for  city  em- 
ployees increased  more  than  30  percent  in  the  last  5  years  as  the  result  of  an 
average  35  percent  increase  in  the  pay  per  employee  and  a  13  percent  increase 
in  the  number  of  workers  in  permanent  authorized  positions.  That  substantial 
cost  increase  would  have  been  even  greater  if  not  for  the  austerity  measures 
that  the  District  has  put  into  effect  over  the  last  several  years,  including  the  ab- 
sorption by  District  agencies  of  portions  of  the  added  costs  of  employee  pay 
increases. 

At  the  same  time  that  employee  salaries  have  been  rising  primarily  in  response 
to  inflationary  cost  pressures  felt  throughout  the  economy,  the  city  government 
has  had  to  pay  more  for  the  materials,  supplies,  and  utilities  it  requires  to  operate 
its  programs  and  facilities.  The  costs  of  fuel  and  electrical  energy  have  risen 
drastically,  putting  the  same  severe  strains  on  the  finances  of  the  city  govern- 
ment that  are  being  felt  by  the  American  family. 

BUDGET   INCREASES 

The  operating  budget  request  for  Fiscal  Year  1976  is  $1,025,203,700.  That  is 
an  increase  of  $105,270,300  over  the  amount  appropriated  for  Fiscal  Year  1975. 
The  number  of  full-time  i>ermanent  positions  requested  for  1976  represents  a  drop' 
below  the  1975  level,  from  42,040  authorized  positions  to  40,254  positions.  The  de- 
crease reflects  the  abolishment  of  3,010  unfilled  positions  and  the  request  for 
1,224  new  positions  to  meet  essential  service  needs. 

The  1975  Revenue  Act  would  provide  only  a  portion  of  the  amount  needed  to 
finance  the  budget  growth,  and  those  funds  are  critically  needed.  Assuming  an 
effective  date  of  November  1,  1975,  for  the  1975  Revenue  Act,  the  tax  program 
would  produce  during  the  current  fiscal  year  a  net  increase  in  revenues  of  $45.4 
million.  Of  that  amount,  $32.9  million  would  be  additional  revenues  to  the  General 
Fund,  and  $6.6  million  would  be  funds  to  the  new  Metrobus  Fund  to  help  pay  the 
city's  share  of  the  bus  system's  operating  deficit.  The  bus  subsidy  had  been 
financed  from  the  General  Fund.  Additional  revenues  would  also  be  provided  to 
the  special  funds :  Highway,  Water,  and  Sanitary  Sewage  Works. 

DEMAND   FOE   MUNICIPAL   SERVICES 

Inflation  and  recession  influence  the  level  of  demand  for  municipal  services  as 
well  as  the  cost  of  providing  those  services.  The  rise  in  unemployment  and  the  in- 
creases in  the  cost  of  the  basic  requirements  of  life — shelter,  food,  and  cloth- 
ing— ^are  increasing  the  demands  for  various  types  of  social  services  and  for  direct 
transfer  payments  under  the  public  assistance  program. 

Economic  pressures  create  social  tensions  that  sometimes  lead  to  increases  in 
crime,  especially  crimes  against  property.  Thus,  we  must  keep  our  public  safety 
programs  at  adequate  levels  despite  the  severe  fiscal  pressures  being  exi)erienced 
by  the  city. 

We  must  also  be  particularly  responsive  to  the  problems  and  needs  of  special 
groups  that  are  most  adversely  affected  by  rising  unemployment  and  inflationary 
cost  incieases.  The  city's  youth  and  elderly  receive  special  attention  in  the  Dis- 
trict's 1976  budget  request. 

REDIRECTING  AVAILABLE  RESOURCES 

Faced  with  the  strong  fiscal  pressures  just  identified,  the  District  Government 
first  looked  to  available  resources  to  determine  how  it  could  meet  the  essential 
service  needs  of  city  residents. 

Approximately  3,000  vacant  positions  are  being  abolished.  The  1976  budget 
request  calls  for  the  reduction  of  the  city's  employment  base  to  35,000  employees 
in  full-time  authorized  positions  by  June  30,  1976.  The  strict  controls  on  hiring 
and  spending  that  have  been  in  effect  for  the  last  several  years  will  continue  in 
the  current  fiscal  year  in  order  to  generate  savings  to  finance  essential  services. 

A  reserve  of  $4  million  has  been  created  to  help  finance  the  General  Schedule 
and  Wage  Board  employee  pay  increases  expected  to  go  into  effect  this  Fall.  The 
bulk  of  the  additional  costs,  however,  will  have  to  be  financed  through  savings 
resulting  from  attrition  of  the  District's  employment  base  and  possibly  from  other 
sources  yet  to  be  identified. 

The  citv's  current  budget  request  and  financial  plan  for  Fiscal  Year  1976  does 
'»t  provide  for  pay  increases  for  police  officers,  firefighters,  and  public  school 
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teachers  and  administrators.  Pressures  to  grant  pay  increases  to  those  groups  of 
employees  are  already  being  felt. 

NEED   FOB  ADDITIONAL   REVENUE   AUTHORITY 

Austerity  measures  and  belt-tightening  were  not  enough  to  balance  the  1976- 
budget,  however,  unless  the  city  government  was  willing  to  accept  drastic  curtail- 
ment of  services.  We  were  not  willing  to  accept  that  solution  to  our  current 
financial  problems. 

The  District  Government  has  avoided  increasing  local  tax  rates  for  the  last  2 
years  despite  the  general  economic  problems  of  the  nation  and  increasing  demands 
for  public  services  at  home.  That  policy  could  not  continue  without  a  serious 
deterioration  in  municipal  services.  The  approach  taken  by  the  city  government — 
and  we  believe  it  to  be  a  responsible  and  sound  approach — is  to  combine  austerity 
measures  with  a  revenue-raising  program  that  attempts  to  distribute  the  addi- 
tional tax  burden  in  the  most  equitable  manner  possible. 

PROPOSED  REVENUE  PROGRAM 

In  developing  the  tax  program  incorporated  into  the  Revenue  Act  of  1975,  the 
District  aimed  at  achieving  a  number  of  objectives. 

One  objective  was  to  achieve  an  equitable  distribution  of  the  increase  in  tax 
burdens  that  would  result  from  the  enactment  of  the  revenue  program.  To  that 
end,  many  of  the  tax  measures  were  related  to  the  principles  of  taxation  based 
on  benefit  received  and  ability  to  pay.  In  addition,  the  tax  increases  were  coupled 
with  a  program  of  tax  relief  and  reform. 

The  1975  Revenue  Act  would  remove  the  2  percent  sales  tax  on  food  and  non- 
prescription drugs  and  on  laundry  and  dry  cleaning  services.  It  would  also  repeal 
the  5  percent  sales  tax  on  utility  bills,  effective  June  1, 1976. 

Other  tax  reforms  include  adoption  of  the  Federal  income  tax  provisions  per- 
mitting child  care  deductions  for  the  District  individual  income  tax  and  adoption 
of  Federal  individual  income  tax  exemption  provisions  for  District  individual 
income  tax  purposes. 

A  second  objective  in  developing  the  revenue  program  was  to  ensure  that  all 
taxpayer  groups  shared  in  the  increased  costs  associated  with  public  service 
delivery.  This  was  achieved  by  carefully  considering  the  rates  on  those  taxes 
that  had  not  been  changed  for  the  last  several  years. 

RELATIVE   TAX   BURDENS 

We  also  compared  the  tax  burdens  on  District  residents  with  those  on  resi- 
dents in  other  jurisdictions  in  the  metropolitan  area  and  in  other  major  cities 
to  help  ensure  that,  to  the  extent  possible,  the  District  maintained  a  balanced 
and  competitive  tax  system. 

Several  of  the  tax  measures  included  in  the  1975  Revenue  Act  provide  an 
opportunity  for  various  taxpayer  groups  who  have  not  previously  paid  certain 
District  taxes  to  share  in  the  increased  costs  of  public  services.  The  broadening 
of  the  tax  base  to  include  such  groups  was  another  objective  of  the  District  in 
developing  the  current  revenue  program. 

The  1975  tax  program  also  provides  additional  revenues  to  meet  added  costs 
associated  with  a  number  of  specific  government  services,  such  as  the  Metrobus 
operating  subsidy  and  the  Blue  Plains  Wastewater  Treatment  Plant.  The  District 
Government  has  adopted  the  policy  at  this  time  of  not  raising  bus  fares  because 
of  the  adverse  effects  of  fare  increases  on  the  low  income  residents  of  Washington. 

PROPOSALS   RELATED   TO    SOCIAL   AND   ENVIRONMENTAL   OBJECTIVES 

The  District's  revenue-raising  proposal  was  also  formulated  with  consideration 
of  certain  social  and  environmental  objectives.  They  included  reducing  traffic 
congestion  on  city  streets,  reducing  air  pollution,  and  conserving  costly  fuel  while 
encouraging  the  use  of  mass  transportation. 

Detailed  information  on  the  District's  Revenue  Act  of  1975  has  been  presented 
to  the  Committee. 

UNINCORPORATED    BUSINESS   FRANCHISE    TAX    ON    PROFESSIONALS 

Since  the  proposed  tax  on  professionals  as  unincorporated  businesses  is  a  mat- 
ter of  concern  at  these  hearings,  I  would  like  to  make  several  preliminary  points. 
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First,  the  tax  on  unincorporated  businesses  is  not  a  new  tax.  It  was  authorized 
in  1947  by  the  Congress  acting  on  behalf  of  the  District  of  Columbia.  Both  city 
and  suburban  residents  who  own  unincorporated  grocery  stores,  restaurants,  shoe 
repair  shops,  plumbing  businesses,  and  the  like  have  been  paying  the  tax  for 
almost  30  years.  The  rate  was  8  percent  on  net  business  income  for  the  1974  tax 
year.  We  propose  to  increase  the  rate  to  12  percent  for  the  1975  tax  year  and  9 
percent  for  the  1976  tax  year.  We  also  propose  to  remove  the  exclusion  of  pro- 
fessionals which  has  existed  since  the  inception  of  the  tax.  We  can  find  no  justi- 
fiable basis  for  continuing  the  exclusion. 

The  tax  on  professionals  is  not  a  commuter  tax.  This  is  fully  addressed  in  the 
opinion  of  the  D.C.  Corporation  Counsel.  Briefly,  the  unincorporated  business 
franchise  tax  is  a  tax  on  business  income  only.  It  is  not  a  tax  on  an  individual's 
income.  Our  proposal  includes  an  exclusion  of  salaries  of  55  percent  of  net  income. 
Individual  income  is  subject  to  D.C.  individual  income  tax  only  if  the  owner, 
partner  or  employee  of  an  unincorporated  business  lives  in  the  District,  otherwise 
such  income  is  taxed  in  the  state  of  residence.  The  tax  on  professionals  is  not  a 
commuter  tax,  just  as  the  unincorporated  business  franchise  tax  applicable  to  all 
other  D.C.  based  unincorporated  firms  is  not  commuter  tax  and  just  as  the  cor- 
porate income  tax  is  not  a  commuter  tax. 

It  is  also  not  a  "back  door"  commuter  tax  because  Maryland  and  Virginia  do 
not  allow  their  residents  to  take  a  tax  credit  for  unincorporated  business  taxes 
paid  to  the  District  of  Columbia.  The  District  is  not  responsible  for  the  decisions 
of  the  Maryland  and  Virginia  legislatures.  That  those  jurisdictions  allow  a  busi- 
ness deduction  rather  than  a  credit  is  a  matter  of  state  policy  beyond  the  control 
of  the  District  of  Columbia. 

The  tax  on  professionals  is  not  excessive.  Our  proposal  is  to  tax  all  unincorpo- 
rated and  incorporated  businesses  at  the  same  tax  rate.  We  provide  relief  by 
increasing  the  salary  allowance  from  the  curent  20  percent  to  55  percent  of  net 
income,  thereby  raising  about  $8  million  instead  of  $21  million  in  revenues.  Our 
revenue  projections,  were  developed  after  careful  and  thorough  analysis  of  avail- 
able information. 

The  professional  community  was  given  adequate  public  notice  of  the  proposal 
prior  to  its  enactment  and  had  a  full  opportunity  to  be  heard  before  the  Council 
Committee  on  Finance  and  Revenue  reached  a  decision.  The  details  of  the  notice 
and  opportunities  are  set  forth  in  the  document  we  have  submitted  for  the  record 
of  tills  hearing.  The  draft  proposal  to  tax  professionals  received  considerable  at- 
tention and  was  more  thoroughly  discussed  by  the  Committee  with  potential  tax- 
payers than  any  other  tax  proposal  in  the  1975  Revenue  Act. 

We  have  during  the  process  of  developing  our  revenue  program  recognized  that 
tax  increases  inevitably  create  the  risk  of  driving  some  taxpayers  out  of  the  city. 
;Many  in  the  business  community,  including  professionals,  have  raised  this  issue. 
We  have  considered  this  possibility  but  we  concluded  that  even  an  austere  budget 
for  fiscal  .vear  1976  necessitated  additional  revenues.  If  we  had  replaced  the  tax 
on  professionals  with  some  other  tax — for  example,  by  corporate  income  tax  in- 
creases beyond  the  levels  already  proposed — then  the  risk  would  be  equally  high 
or  higher  in  driving  those  other  firms  to  the  suburbs.  The  tax  program  as  designed 
assures  that  no  one  group  or  interest  pays  excessive  or  insuflacient  taxes.  This 
proper  balance  assures  that,  in  the  totality,  the  risk  of  driving  firms  out  of  the 
District  is  minimized. 

NEEDS  OF  THE  CITY 

What  we  have  tried  to  show  in  an  extremely  abbreviated  form  today  is  that 
the  city  has  pressing  needs  that  must  be  partially  funded  through  an  increase  in 
revenue-raising  authority. 

Our  financing  needs  become  greater  each  day  because  of  several  factors. 

The  city's  initial  1976  financial  plan  was  based  on  the  assumption  that  the  new 
tax  program  would  be  in  effect  for  the  full  fiscal  year.  That  can  no  longer  be  the 
case:  and  a  number  of  the  proposed  tax  increases,  especially  the  sales  taxes, 
cannot  be  made  retroactive. 

We  origninally  assumed  a  pay  increase  of  5  percent  for  General  Schedule  and 
Wage  Board  employees.  The  level  of  those  pay  raises  are  in  doubt  and  may  go 
higher  than  anticipated. 

Our  initial  planning  did  not  provide  for  pay  iiuToases  for  city  police  oflScers, 
firefighters,  and  school  teachers.  Pay  raises  are  being  discussed,  however ;  and  if 
approved,  revenues  will  have  to  be  found. 


Digitized  by 


Google 


59 

In  our  judgment,  the  Revenue  Act  of  1975  is  necessary,  responsibile,  and 
sound.  We  will  be  pleased  to  answer  questions  you  may  have  on  details  of  the 
program. 

The  District  of  Columbia, 
Washington,  D.G.,  September  16, 1975. 
Hon.  Charles  C.  Diggs,  Jr., 

Chairman,  Committee  on  the  District  of  ColumJna,  U.S.  House  of  Representatives, 
Washington,  D.C. 
Dear  Mr.  Chairman  :  The  Government  of  the  District  of  Columbia  has  the 
honor  to  submit  the  enclosed  document  for  presentation  at  the  hearing  of  Septem- 
ber 17,  1975  on  H.  Con.  Res.  370,  to  disapprove  on  the  D.C.  Revenue  Act  of  1975 
and  H.R.  9471,  to  amend  the  District  of  Columbia  tax  laws  applicable  to  Unin- 
corporated Business  Income. 

The  enclosed  document  presents  a  comprehensive  statement  in  support  of  the 
D.C.  Revenue  Act  of  1975.  It  sets  forth  the  District's  revenue  requirements  and 
program  for  1975  and  the  basis  upon  which  particular  taxes  were  selected  for 
inclusion  in  the  Revenue  Act  of  1975.  The  document  includes  a  summary  state- 
ment to  be  presented  orally  at  the  hearing  and  detailed  analyses  to  be  presented 
for  the  record  of  the  hearing.  The  detailed  analyses  set  forth  the  expenditure 
requirements  for  Fiscal  Year  1976,  a  description  of  the  proposed  taxes  with 
revenue  estimates  and  comparisons  with  taxes  in  other  states,  a  chronology  of 
the  proceedings  before  the  D.C.  Council,  and  an  opinion  of  the  D.C.  Corporation 
Counsel  on  the  legal  issues  involved.  Also  included  are  copies  of  Act  1-34,  the 
Revenue  Act  of  1975,  Act  1-42  and  Act  1-43,  which  amend  Act  1-34,  and  Bill 
1-170  to  amend  Act  1-34,  with  accompanying  committee  reports. 

It  is  our  opinion  the  D.C.  Revenue  Act  of  1975  is  a  necessary,  responsible  and 
sound  exercise  of  the  authority  delegated  to  the  District  Government  under  the 
D.C.  Self -Government  and  Governmental  Reorganization  Act.  Accordingly,  we 
urge  the  Committee  to  disapprove  H.  Con.  Res.  370  and  oppose  enactment  of  H.R. 
9471. 

Sincerely  yours, 

Walter  E.  Washington, 

Mayor. 
Sterling  Tucker, 

Chairman. 

Expenditure  Requirements  for  Fiscal  Year  1976  District  of  Columbia 

Government 

The  budget  request  of  the  District  of  Columbia  Government  for  the  Fiscal  Year 
beginning  July  1,  1975,  proposes  to  provide  essential  services  for  the  people  of 
the  city  and  to  build  and  strengthen  its  public  facilities.  A  revenue  program  has 
been  approved  by  the  city  to  provide  the  additional  funds  requested.  At  the  same 
time,  stringent  austerity  measures  are  being  carried  out  to  produce  savings  needed 
to  fund  expected  higher  personnel  costs  and  other  expenditure  requirements. 

The  FY  1976  budget  represents  a  decisive  response  by  the  city  to  the  current 
national  economic  crisis  characterized  by  the  opposing  pressures  of  inflation 
and  recession.  Despite  this  crisis,  and  indeed,  because  of  it,  the  budget  provides 
for  the  selective  improvement  of  services  vital  to  the  city's  development  and  the 
well-being  of  all  its  people. 

The  District  has  also  faced  squarely  the  task  of  identifying  new  resources  to 
meet  budget  needs.  The  result  is  a  carefully  considered  and  responsible  program 
calling  for  both  moderate  tax  increases  and  continued  austerity  throughout  the 
District  Government. 

The  District  Government  has  avoided  municipal  tax  increases  for  the  past  two 
years  in  spite  of  the  worsening  national  economy.  The  District  has  been  beset  by 
inflationary  price  rises  affecting  everything  the  city  must  buy.  The  recession  has 
led  to  unemployment  and  hardship,  thereby  increasing  the  need  for  added  muni- 
cipal services  and  assistance  to  city  residents. 

An  ongoing  policy  of  belt-tightening  and  fiscal  restraint  has  enabled  the  District 
to  reach  this  point. 
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The  District  has  not  been  alone  in  facing  this  urban  crisis.  We  share  it  with 
every  major  city  in  this  land.  In  our  judgment,  we  have  done  well  in  holding  the 
line  for  two  years  while  avoiding  the  near  bankruptcy  conditions  threatening 
some  other  municipalities.  But  we  could  not  continue  the  process  of  absorbing 
higher  costs  and  not  increasing  local  revenues  without  severely  impairing  public 
services  during  1976. 

In  approving  higher  taxes  to  meet  essential  budget  needs,  the  District  Govern- 
ment has  also  approved  a  package  of  tax  relief  and  reform  measures  to  distribute 
the  additional  burdens  with  proper  regard  for  those  people  who  are  least  able  to 
afford  them. 

To  that  end,  the  District's  1975  Revenue  Act  removes  the  sales  tax  on  food  and 
non-prescription  drugs  and  on  laundry  and  drycleaning  services.  The  sales  tax 
on  utility  bills  will  also  be  repealed  effective  June  1,  1976.  An  increase  is  not  re- 
quested in  the  real  property  tax,  which  was  least  raised  in  July  1972.  The  new 
program  of  real  property  tax  relief  has  been  incorporated  in  the  District's  finan- 
cial plan. 

In  addition  to  providing  needed  funds,  this  fiscal  program  supports  cleaner  air 
and  water  and  more  eflScient  transportation. 

It  is  of  great  concern  that  the  proposals  for  higher  taxes  must  be  included  in 
the  city's  first  Home  Rule  budget.  The  alternative  course — drastically  cutting 
back  vital  programs  and  sharply  reducing  essential  services — was  unacceptable 
to  the  city  government. 

The  proposed  budget  responds  to  the  needs  of  the  people  of  Washington  and 
especially  the  lower  income  residents,  who  have  been  most  severely  affected  by 
the  economic  dislocations  associated  with  inflation  and  recession.  Additional 
services  are  provided  for  our  youth,  for  the  aging,  and  for  the  handicapped  and 
retarded. 

In  recognition  of  the  still-rising  cost  of  living  and  the  inadequacy  of  pres- 
ent levels  of  public  assistance,  the  proposed  budget  raises  the  levels  of  these 
payments,  but  also  provides  for  the  close  monitoring  of  eligibility  standards. 

To  make  the  best  use  of  the  taxpayers'  dollars,  the  budget  request  for  Fiscal 
Year  1976  emphasizes  the  need  for  greater  municipal  productivity  and 
effective  management  of  our  resources.  Staff  will  be  redirected  from  lower  to 
higher  priority  tasks,  and  approximately  3,000  now  vacant  positions  are  being 
eliminated.  Full  year  funding  of  new  organizational  entities  already  created 
or  being  created  to  improve  the  delivery  of  municipal  services  under  Home  Rule 
is  provided.  The  District  has  looked  inward  to  find  ways  to  cut  spending,  at 
the  same  time  we  have  looked  for  new  sources  of  revenues  that  must  be  avail- 
able if  we  are  to  avoid  drastic  curtailment  of  services. 

PROPOSED   EXPENDITURES 

The  operating  budget  request  for  Fiscal  Year  1976  equals  $1,025  million,  an 
increase  of  $105  million  over  1975  levels.  General  wage  and  price  inflation  and 
soaring  energy  costs  have  contributed  to  much  of  the  increase,  which  also  re- 
flects the  $27  million  rise  in  the  District's  share  of  the  Metrobus  operating 
deficit.  The  District  has  made  the  decision  at  this  time  to  hold  bus  fares  at 
current  levels  because  of  the  severe  hardships  that  fare  increases  would  mean 
for  the  city's  lower  income  residents. 

The  largest  increases  in  operating  funds  are  for  social  services,  including  edu- 
cation at  all  levels,  and  the  full  range  of  human  resources  services.  There  was 
also  a  significant  increase  in  debt  service  costs  on  our  borrowings  for  the  capi- 
tal improvements  program. 

The  $143  million  capital  improvements  program  will  enable  the  District  of 
Columbia  to  extend  its  wide-ranging  $1.6  billion  capital  program  of  improving 
public  facilities  in  every  part  of  the  city.  New  spending  is  considerably  below 
the  1975  figure,  which  included  second-phase  construction  of  the  new  campus 
for  the  Washington  Technical  Institute  and  the  new  court  facility,  now  under- 
way. METRO  financing,  water  treatment  plant  expansion  and  school  construction 
together  make  up  the  bulk  of  our  proposed  capital  expenditures.  The  extensive 
building  program  was  undertaken  to  replace  deteriorated  and  obsolete  facilities 
and  to  meet  new  needs  after  decades  of  an  extremely  limited  public  works  effort. 

FEDERAL   PAYMENT  REQUEST 

The  Federal  Payment  request  for  Fiscal  Year  1976  is  for  $254  million,  the 
amount  authorized  by  the  District  of  Columbia  Self -Government  and  Govem- 
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mental  Reorganization  Act  (P.L.  da-lOS,  December  24,  1973).  An  increase  of 
$24  million  over  the  authorization  for  Fiscal  Year  1975,  the  requested  amount 
represents  approximately  40  percent  of  the  estimated  general  fund  revenues 
from  local  sources. 

AUSTERITY    MEASURES 

The  1976  financing  plan  includes  a  number  of  economy  measures  for  the  city 
government.  Importantly,  the  bulk  of  the  added  costs  of  employee  pay  raises 
during  Fiscal  Year  1976  will  be  funded  through  savings  from  attrition  of  the 
employment  base.  That  financing  method  will  mean  that  the  current  selective 
freeze  on  city  hiring  that  has  been  used  to  control  the  rapid  growth  in  per- 
sonnel costs  will  be  continued.  The  budget  also  proposes  a  reduction  in  full-time 
permanent  employees  to  35,000  by  the  close  of  Fiscal  Year  1976.  A  reserve  of 
$4  million  has  been  created  to  help  fund  higher  salary  costs. 

The  budget  request  also  refiects  the  abolishment  of  approximately  3,000  vacant 
positions.  A  continuing  major  effort  to  increase  the  eflSciency  and  effectiveness 
of  city  government  service  delivery  while  holding  the  line  on  increasing  costs 
is  also  proposed  in  the  budget.  To  aid  in  this  effort,  resources  are  requested 
to  develop  a  city-wide  energy  conservation  program  and  to  help  carry  out  the 
necessary  savings  program. 

BUDGET   HIGHLIGHTS 

The  District  Government's  budget  request  for  1976  includes  funds  to  main- 
tain basic  city  services  while  adding  a  minimum  number  of  new  programs,  serv- 
ices and  facilities  considered  essential  to  meeting  the  changing  needs  of  city 
residents. 

The  budget  request  will  strengthen  city  services  and  programs  in  the  following 
areas : 

EDUCATION 

An  increase  of  almost  $12  million  in  operating  funds  for  D.C.  public  schools 
will  fund  the  opening  of  new  facilities  that  are  necessary  to  create  a  suitable 
learning  environment  and  to  help  offset  substantial  infiationary  cost  increases. 
Redirection  of  resources  will  allow  expansion  of  preschool,  bilingual  education 
and  career  developing  programs  among  others.  Increased  funding  is  provided 
in  the  budget  request  to  improve  the  repair  and  maintenance  of  the  public 
schools,  a  long-standing  need  of  the  school  system. 

Projects  already  underway  as  part  of  the  $300  million  public  schools  build- 
ing program  will  virtually  eliminate  overcrowding  and  provide  modern  replace- 
ments for  deteriorated  school  facilities.  This  year's  capital  improvements  budget 
includes  funds  to  complete  five  public  school  projects,  begin  work  on  renovation 
of  two  elementary  schools  and  initiate  design  work  of  five  senior  high  school 
projects.  Construction  funds  are  also  requested  for  one  elementary  school 
replacement. 

Expanded  educational  opportunities  and  enrollment  are  recommended  for 
Federal  City  College,  D.  C.  Teachers  College  and  the  Washington  Technical 
Institute  to  provide  the  citizens  of  the  District  with  opportimities  for  higher 
education  and  greater  employment  opportimities. 

The  budget  also  provides  operating  funds  to  support  WTI's  move  into  new 
facilities  on  its  permanent  campus  and  construction  funds  to  renovate  the  old 
central  library  at  Moimt  Vernon  Square  for  use  by  FCC  as  a  media  center. 

Additional  funding  is  included  in  the  budget  to  begin  operation  of  a  new  library 
in  the  Garnet  C.  Wilkinson  Elementary  School. 

HUMAN   RESOUKCES   AND   OTHEB   SOCIAL   SERVICES 

The  budget  request  provides  increased  funding  to  continue  the  welfare  reform 
program  and  to  increase  public  assistance  and  Medicaid  payments.  The  need  of 
city  residents  for  public  assistance  has  grown  with  climbing  unemployment  and 
increasing  costs  of  the  basic  requirements  of  life — chousing,  food,  clothing.  The 
1976  budget  also  includes  funding  to  improve  services  for  the  mentally  retarded 
and  physically  handicapped  and  to  provide  increased  nursing  staff  and  improved 
services  at  health  care  facilities. 

StafiSng  for  the  new  Psychiatric  Care  Facility  for  Children  and  for  the  renovated 
Rehabilitation  Center  for  Alcoholics  is  budgeted.  The  narcotics  treatment  pro- 
gram will  be  continued. 
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The  capital  improvements  program  provides  for  the  purchase  of  the  Metro- 
politan Hospital  to  replace  the  extended  care  facility  at  Glenn  Dale,  Maryland, 
and  for  improvements  at  D.  C.  General  Hospital  and  the  Forest  Haven,  Maryland, 
residential  facility  for  the  mentally  retarded. 

New  funding  is  included  to  establish  four  group  homes  for  delinquent  youths 
and  youths  in  need  of  supervision.  We  cannot  allow  the  current  extreme  financial 
pressures  on  the  city  to  force  us  to  neglect  the  needs  of  the  young  people  who 
represent  the  future. 

Local  funds  are  requested  to  continue  operations  of  the  24-hour  Youth  As- 
sistance Centers  after  federal  grant  money  expires. 

HOUSING,   KECREATION   AND   COMMUNITY  DEVELOPMENT 

Additional  funding  is  requested  to  staff  new  and  expanded  recreation  centers 
for  the  elderly,  for  young  people,  for  the  handicapped  and  for  those  needing 
mental  health  assistance. 

Eleven  recreation  projects  now  under  construction  and  five  new  facilities  pro- 
posed in  this  budget  request  will  provide  $20  million  worth  of  new  recreation 
facilities  throughout  the  city  by  1977. 

To  promote  business  and  economic  growth  in  the  District,  the  budget  request 
includes  new  funds  to  establish  an  OflSce  of  Business  and  Economic  Development 
We  consider  this  request  a  key  element  of  an  overall  effort  to  strengthen  the 
city's  revenue  base. 

Initial  funding  is  requested  for  a  four-year  program  of  intensified  housing 
code  enforcement  to  help  ensure  that  city  residents  live  in  safe  and  decent 
housing. 

The  budget  request  also  provides  significant  new  funding  to  support  activities 
of  the  Housing  Rent  Commission,  which  is  responsible  for  enforcing  the  District's 
rent  control  program. 

SERVICES   FOB   THE  ELDERLY 

The  elderly  residents  of  Washington,  most  of  whom  are  on  fixed  incomes,  are 
particularly  affected  by  current  adverse  economic  conditions;  and  the  District 
Government  is  responding  to  their  needs  to  the  extent  possible  in  the  Fiscal 
Year  1976  budget  proposals. 

This  budget  provides  for  the  transfer  of  the  OflSce  of  Services  to  the  Aged 
from  the  Department  of  Human  Resources  to  the  OflSce  of  the  Mayor,  and  its 
reorganization  into  an  OflSce  of  the  Aging  concerned  with  the  coordination  of 
all  of  the  City's  programs  that  impact  the  elderly.  The  vacant  cottage  at  D.  C. 
Village  will  be  opened  to  provide  nursing  care  to  the  aged  who  require  institu- 
tional care. 

Through  the  grant  funds  available  under  the  Older  Americans  Act,  42  dining 
facilities  have  been  provided  for  the  elderly.  Funds  are  requested  for  personnel 
to  staff  five  Senior  Citizens  Centers  located  in  properties  of  the  National  Capital 
Housing  Authority. 

PUBLIC    SAFETY 

We  cannot  ignore  the  city's  needs  for  public  safety.  The  1976  budget  request 
will  make  it  possible  to  maintain  the  current  high  level  of  police  and  fire 
protection  in  the  District  of  Columbia.  New  funding  is  provided  to  improve 
security  at  the  Lorton  correctional  complex  and  hire  54  additional  security 
oflScers. 

The  budget  request  also  includes  funds  to  improve  medical  and  dental  services 
at  the  D.  C.  Jail  and  the  Lorton  complex,  staff  and  equip  the  new  detention  center 
and  continue  the  program  of  consolidating  police  operatings  and  replacing 
obsolete  fire  station  houses,  including  one  to  serve  the  14th  Street  Urban  Renewal 
Area. 

The  new  detention  center,  which  will  replace  the  100-year-old  D.  C.  Jail  is 
scheduled  to  open  in  1976. 

ENVIBONMENT 

The  capital  improvements  budget  includes  funding  for  development  and  con- 
struction of  an  innovative  resource  recovery  center.  Funds  also  are  requested  to 
support  expanded  water  pollution  control  operations  at  the  Blue  Plains  sewage 
treatment  plan,  complete  flood  protection  projects  at  the  Dalecarlia  Reservoir, 
and  finish  the  Great  Falls  emergency  pumping  station  at  Great  Falls,  Maryland. 
Operating  funds  are  requested  to  improve  the  solid  waste  disposal  systems  and 
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continue  the  city's  War  on  Rats  Program.  In  addition,  the  budget  request  provides 
funds  for  city  maintenance  of  private  water  mains  and  sewer  laterals. 

TRANSPOETATION 

The  budget  request  includes  substantial  increases  in  funding  for  both  the 
METRO  rapid  rail  transit  system  and  Metrobus  operations. 

The  District's  share  of  the  costs  of  constructing  the  rapid  rail  system  and 
improving  the  bus  system  accounts  for  almost  one-third  of  the  FY  1976  capital 
improvements  budget.  The  budget  request  of  $33  million  for  the  District's  share 
of  the  Metrobus  operating  deficit  represents  a  substantial  increase  over  the  $6 
million  appropriated  in  Fiscal  Year  1975  for  that  purpose. 

Current  highway  improvement  projects  total  $190  million.  New  funds  are  being 
requested  to  improve  city  streets,  particularly  around  METRO  facilities,  to  begin 
reconstruction  of  the  South  Capitol  Street  Bridge,  and  to  continue  development 
of  a  bicycle  path  network.  Establishment  of  a  new  driver's  license  testing  facility 
is  also  funded. 

BICENTENNIAL    PROGRAMS 

An  increase  in  appropriated  funds  of  $1.8  million  is  requested  for  Bicentennial 
Programs.  The  funds  will  provide  fairs,  exhibits  and  festivals  for  both  residents 
and  visitors  and  other  functions  related  to  the  Bicentennial  Celebrations.  A  total 
of  38  million  visitors  are  expected  in  the  Nation's  Capital  during  1976. 

In  addition,  the  Fire  Department's  budget  contains  added  resources  for  an 
expanded  emergency  ambulance  service  to  meet  anticipated  needs  during  the 
Bicentennial  Observances.  The  District  is  making  efforts  within  available  re- 
sources to  respond  to  the  Bicentennial. 

SPECIAL    SERVICES 

The  1976  budget  request  will  make  it  possible  to  improve  enforcement  of  the 
comprehensive  human  rights  law,  expand  efforts  to  monitor  aflSrmative  action 
plans,  and  staff  the  new  OflSce  of  Peoples'  Counsel,  which  represents  consumers 
before  the  Public  Service  Commission.  Additional  funding  is  also  requested  for 
the  Insurance  Department  and  for  the  Industrial  Safety  Division. 

GOVERNMENT    ADMINISTRATION 

New  funds  are  included  in  the  budget  request  to  support  the  expanded  respon- 
sibilities and  powers  of  the  Council  of  the  District  of  Columbia. 

Additional  funding  is  requested  to  enforce  the  new  campaign  finance  reform 
and  conflict  of  interest  act. 

The  budget  request  also  reflects  a  number  of  organizational  changes  designed 
to  take  advantage  of  the  new  powers  and  responsibilities  of  the  home  rule  gov- 
ernment and  improve  the  performance  delivery  of  programs  and  services.  These 
reorganized  oflSces  include  the  Department  of  Housing  and  Community  Develop- 
ment, Department  of  Transportation,  Legislative  Office,  Office  of  Budget  and 
Management  Systems,  and  Municipal  Planning  Office. 

We  currently  are  developing  a  number  of  additional  structural  changes  de- 
signed to  improve  service  delivery,  including  creation  of  cabinet  level  depart- 
ments of  labor  and  commerce. 

ACCOMPLISHMENT    AND    CHALLENGE 

Although  the  work  of  the  District  Government  has  been  made  more  complex 
and  difficult  by  nationwide  inflation  and  recession  and  new  demands  for  services, 
the  city  also  has  new  ability  to  plan  for  the  future  and  new  authority  to  put  those 
plans  into  effect. 

The  District  Government  has  used  the  new  powers  to  the  best  of  our  ability 
in  developing  the  Fiscal  Year  1976  expenditure  and  revenue  proposals.  The  needs 
for  services  are  great  and  growing,  and  the  costs  of  providing  essential  services 
are  also  increasing  rapidly.  For  example,  overall  compensation  costs  grew  more 
than  30  percent  in  the  last  5  years  because  of  an  average  35  percent  interest  in 
the  pay  per  city  employee  and  a  13  percent  increase  in  the  number  of  employees 
in  authorized  permanent  positions.  The  growth  in  the  costs  of  materials  and 
supplies  brought  about  by  inflation  has  also  exerted  strong  fiscal  pressures  on  the 
city's  budget.  The  proposed  1976  budget  reflects  those  pressures  along  with  the 
District's  commitment  to  serving  its  citizens. 
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D.C.  Revenue  Act  of  1975,  Descbiption  op  Pbofosed  Taxes, 
Revenue  Estima'ebs  and  State  Ck)MPABisoNS 

A  number  of  objectives  guided  the  development  and  enactment  of  the  Revenue 
Act  of  1975.  First,  to  achieve  an  equitable  distribution  of  the  increase  in  tax 
burdens,  many  of  the  1975  tax  measures  are  related  to  the  benefit  and  ability 
to  pay  principles  of  taxation.  Secondly,  tax  rate  increases  on  those  taxes  which 
have  not  been  changed  over  the  last  few  years  were  considered  in  order  that  all 
taxpayer  groups  share  in  the  increased  costs  associated  with  public  service 
delivery.  Thirdly,  the  relative  tax  burden  position  of  District  taxpayers,  espe- 
cially with  those  in  the  surrounding  Washington  metropolitan  area  and  the 
Nation,  was  considered  to  assure  that  to  the  extent  possible  the  District  main- 
tains a  balanced  and  competitive  tax  system.  Fourth,  some  of  the  tax  measures 
provide  an  opportunity  for  various  taxpayer  groups  who  have  not  previously 
paid  certain  D.C.  taxes  to  share  in  the  increased  costs  of  public  services.  Fifth, 
various  increased  costs  associated  with  specific  government  services,  such  as 
the  Metro  bus  subsidy  and  the  Blue  Plains  Treatment  Plant  was  considered. 
Sixth,  the  tax  plan  was  formulated  with  certain  social  objectives  in  mind,  such 
as  reducing  congestion,  pollution  and  similar  costs,  while  encouraging  the  use 
of  mass  transit  and  conservation  of  fuels.  Seventh,  the  tax  proposals  contain 
recommendations  to  improve  equity  in  the  overall  distribution  of  the  tax  burden 
and  to  reduce  regressivity  by  removing  the  sales  tax  on  groceries  and  non- 
prescription drugs  and  permitting  child  care  expenditures  as  an  itemized  deduc- 
tion on  the  D.  C.  individual  income  tax.  The  Revenue  Act  of  1975  also  makes 
certain  changes  in  the  D.  C.  individual  income  tax  which  would  simplify  filing 
and  reporting  requirements  for  District  taxpayers. 

Table  1  presents  the  specific  tax  and  revenue  measures  contained  in  the  Rev- 
enue Act  of  1975,  along  with  the  revenue  estimated  to  be  produced  from  each 
with  various  effective  dates. 

Transportation  and  Environmental  Related  Proposals 

Four  specific  proposals,  yielding  an  estimated  $13,775  million  on  a  full  year 
basis  are  a  part  of  the  Revenue  Act  of  1975  which  relate  directly  to  transportation 
and  environmental  factors.  Specifically,  these  tax  proposals  are:  (1)  the  motor 
vehicle  registration  fee  increase  (33%  percent  increase),  estimated  to  produce 
$3,850  million ;  (2)  the  motor  fuel  tax  consisting  of  a  2^  per  gallon  rate  increase, 
estimated  to  produce  $4,825  million;  (3)  the  sales  tax  on  motor  vehicle  parking 
at  a  8  percent  rate,  estimated  to  produce  $3.3  million ;  and  (4)  the  motor  vehicle 
excise  tax  rate  change  from  5  percent  to  6  percent,  estimated  to  produce  $1.8 
million  annually. 

These  motor  vehicle  related  increases  are  warranted  for  several  reasons.  The 
operating  and  capital  costs  faced  by  the  District  Government  associated  with 
mass  transit  and  the  environment  are  presently  high  and  is  expected  to  increase 
over  the  foreseeable  future.  Thus,  to  finance  these  additional  public  sector 
services  requires  that  those  who  will  either  benefit  from  or  contribute  to  certain 
public  sector  costs  be  called  upon  to  share  in  the  financing  of  these  services. 

Motor  vehicle  ownership,  hence  use,  increases  air  pollution,  congestion,  noise 
levels,  traflSc  control  costs,  street  pollution  and  cleaning  costs  and  other  social 
costs  which  adversely  affect  those  who  live  and  work  in  the  District.  Moreover, 
these  increased  taxes  should  increase  the  incentive  to  make  a  greater  use  of 
mass  transit  facilities,  thereby  reducing  the  above  social  costs.  These  tax  pro- 
posals will  tend  to  discourage  motor  vehicle  use,  while  at  the  same  time  provid- 
ing an  incentive  to  the  individual  to  conserve  scarce  fuels. 

Specific  information  on  each  of  these  four  transportation  and  environmental 
related  taxes  is  presented  below : 

1.  Motor  Vehicle  Registration  Fee  Increase. 

Registration  fees  for  automobiles  are  $30  on  vehicles  weighing  under  3400 
pounds  and  $50  on  those  weighing  3400  pounds  or  more.  The  fees  for  trucks, 
trailers,  and  buses  vary  from  $11  to  $269,  depending  on  weight  and  type  of 
vehicle.  The  Revenue  Act  will  increase  by  one-third  the  present  motor  vehicle 
registration  fees. 

In  terms  of  the  total  tax  burden  on  automobile  owners,  the  District  now  falls 
between  the  higher  burdens  in  the  Northern  Virginia  suburbs  an  the  lower 
burdens  in  the  Maryland  suburbs.  Although  both  Maryland  and  Virginia  have 
lower  state  registration  fees  (Table  2),  the  Virginia  jurisdictions  impose  both 
ad  valorem  personal  property  taxes  on  autos  and  local  registration  fees. 
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Like  Virginia,  many  states  have  local  registration  fees  and  personal  property 
taxes  on  autos  which  causes  the  total  cost  for  motor  vehicle  ownership  to  be 
higher  than  the  costs  which  will  prevail  in  the  District  with  the  increase  in 
registration  fees. 

Table  3  present  information  on  motor  vehicle  registration  fees  among  the  states. 

2.  Motor  Fuel  Tax. 

The  Revenue  Act  of  1975  includes  a  2  cents  per  gallon  increase  in  the  motor 
fuel  tax  rate,  estimated  to  produce  $4,825  million.  The  present  tax  rate  of  8  cents 
per  gallon,  introduced  in  fiscal  year  1973,  is  below  the  9  cent  rates  presently 
applicable  in  both  Maryland  and  Virginia.  Washington  area  gasoline  tax  rates 
are  presented  in  Table  4.  Gasoline  tax  rates  used  in  the  fifty  states  are  presented 
in  Table  5. 

3.  Extend  the  Sales  Tax  Base  to  Include  Motor  Vehicle  Parking. 

A  levy  of  8  percent  on  the  amount  paid  for  leasing  temporary  automobile 
parking  or  storage  space  in  commercial  lots  and  garages,  estimated  to  produce 
$3.3  million  annually  is  a  part  of  the  1975  Revenue  Act. 

A  number  of  states  and  cities  subject  motor  vehicle  parking  to  the  sales  tax 
(Table  8). 

4.  Motor  Vehicle  Excise  Tax. 

The  motor  vehicle  excise  tax  is  paid  when  title  certificates  are  issued  and  is 
based  on  the  market  value  of  the  motor  vehicle.  If  enacted,  the  rate  increase 
from  5  percent  to  6  percent  is  estimated  to  produce  an  additional  $1.8  million 
on  a  full  year  basis.  Tables  6  and  7  presents  information  with  respect  to  motor 
vehicle  sales  and  excise  tax  rates. 

Gross  Receipts  and  Gross  Earnings  Tax  Proposals 

One  gross  receipts  and  one  gross  earnings  tax  measure  estimated  to  produce 
$10.4  million,  are  part  of  the  1975  Revenue  Act.  Specifically,  these  proposals  are 
as  follows:  (1)  the  Public  Utility  Gross  Receipts  Tax  and  (2)  the  Banks  Gross 
Earnings  Tax  and  Building  Association  Gross  Earnings  Tax. 

5.  Public  Utilities  Gross  Receipts  Tax. 

As  indicated  in  Table  1,  an  increase  in  the  public  utilities*  gross  receipts  tax 
rate  from  5  percent  to  6  percent  will  produce  an  estimated  $4.8  million  annually. 
The  last  time  this  tax  rate  was  increased  was  in  1972  when  the  rate  rose  from 
4  percent  to  5  percent.  Table  10  presents  information  on  public  utility  taxes 
in  the  Washington  area. 

6.  Banks  Gross  Earnings  Tax  and  Building  and  Loan  Associations  Gross 
Earnings  Tax. 

Rate  increases  from  4  percent  to  6  percent  on  banks'  gross  earnings  and  from 
2  percent  to  3  percent  on  building  associations  are  included  as  part  of  the  1975 
Revenue  Act.  These  rate  increases  are  estimated  to  produce  $5.6  million. 

The  District  is  the  only  state-like  jurisdiction  which  imposes  a  gross  earnings 
tax  on  all  financial  institutions.  The  tax  is  in  lieu  of  personal  proi)erty  taxes. 
These  organizations  are  also  exempt  from  business  franchise  (income)  taxes. 
The  current  4  percent  rate  on  banks  and  2  percent  rate  on  building  and  loan 
associations  have  remained  unchanged  since  1904.  National  banks  doing  a  sav- 
ings account  business  were  taxed  at  6  percent  after  1904  until  reduced  to  4  per- 
cent by  Court  action  in  1947. 

Selected  Rate  Increases 

7.  Deed  Recordation  Tax. 

The  Revenue  Act  of  1975  increases  the  deed  recordation  tax  rate  from  ^2  of  1 
percent  to  1  percent,  producing  an  estimated  $2.7  million  annually.  The  present 
rate  has  been  in  effect  since  the  introduction  of  the  tax  in  1962. 

A  comparison  of  the  District's  deed  recordation  tax  rate  with  those  in  the 
Washington  area  and  the  fifty  states  is  presented  in  Tables  12  and  13. 

Costs  of  providing  services  to  real  properties  and  their  exchanges  have  increased 
considerably  since  1962.  This  rate  adjustment  provides  an  opportunity  for  those 
subject  to  this  tax  to  share  in  these  increased  costs,  while  maintaining  District  tax 
rates  at  competitive  levels  locally  and  nationally. 

8.  Cigarette  Tax. 

The  Revenue  Act  of  1975  increases  the  present  6^  per  pack  tax  rate  to  10<^  per 
pack,  providing  an  estimated  $2.6  million  annually.  Cigarette  tax  rates  in  Mary- 
land are  10^  per  pack,  while  the  Virginia  state  rate  is  2.5^.  The  combined  state- 
local  cigarette  tax  rates  in  the  Virginia  area  jurisdictions  range  from  2.5^  to  9.5^. 

9.  Franchise  Taxes. 
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The  Revenue  Act  of  1975  increases  the  present  8  percent  corporate  franchise 
tax  rate  to  9  percent,  permanently,  thereby  producing  an  estimated  $3.1  million 
annually.  A  one  year  only  rate  increase  from  9  to  12  percent  is  also  included  in  the 
Act,  producing  an  estimated  $9.3  million.  Each  of  these  rate  increases  become 
effective  for  tax  years  beginning  on  or  after  January  1,  1975. 

The  Act  also  increases  the  unincorporated  business  franchise  tax  rate  from 
8  percent  to  9  percent,  permanently,  and  from  9  percent  to  12  percent  for  one  year. 
The  estimated  annual  revenue  from  the  permanent  rate  increase  is  $575,000,  while 
the  revenue  resulting  from  the  9  to  12  percent  rate  increase  is  estimated  at 
$1,725,000.  These  rate  changes  are  effective  for  tax  years  beginning  on  or  after 
January  1,  1975. 

The  1975  Revenue  Act  removes  the  present  exemption  provided  professionals 
and  other  personal  service  businesses  under  the  unincorporated  business  franchise 
tax,  thereby  subjecting  these  heretofore  exempt  activities  to  the  tax.  A  subsequent 
D.C.  Government  action  provides  for  modifying  the  1975  Revenue  Act  to  increase 
the  salary  deduction  from  20  percent  to  55  percent  for  all  unincorporated  busi- 
nesses. This  Act  will  reduce  the  revenue  impact  of  the  12  percent  rate  for  all 
unincorporated  businesses.  The  estimated  net  revenue  resulting  from  these  vari- 
ous franchise  tax  measures  (corporations  and  unincorporated  businesses)  in- 
cluding the  rate  increases,  the  removal  of  the  professional  exemption  and  the  in- 
crease in  the  allowed  salary  deduction  is  placed  at  $20,445,000  for  fiscal  year  1976. 
These  franchise  tax  measures  provide  an  opportunity  for  those  firms  who 
receive  income,  profits  and  benefits  from  the  use  of  District  markets  and  services 
to  contribute  their  share  to  the  overall  District  revenues  by  paying  a  part  of  the 
tax  burden.  These  measures  also  provide  that  some  firms — who  have  never  paid 
District  franchise  taxes — to  begin  to  carry  some  of  the  tax  burden.  There  can  be 
no  justification  for  permitting  many  high  income  firms  to  derive  these  incomes 
and  pay  absolutely  no  District  franchise  taxes — while  other  firms  having  similar 
or  lower  incomes  presently  pay  District  franchise  taxes  of  8  percent  on  their 
taxable  incomes  and  will  pay  12  percent  with  final  enactment  of  the  1975  Revenue 
Act.  Accordingly,  any  sense  of  justice  or  tax  equity  dictates  that  the  present 
exemption  for  professionals  and  other  personal  service  businesses  from  the  unin- 
corporated business  franchise  tax  be  eliminated.  The  Revenue  Act  of  1975  cor- 
rects this  tax  inequity  which  has  existed  since  1947. 

A  number  of  the  leaders  of  the  D.C.  business  community  sent  correspondence 
(attached)  to  the  D.C.  City  Council  on  May  16,  1975,  suggesting  the  removal  of 
the  exemption  and  estimating  that  such  action  would  produce  $7.5  million  annu- 
ally. The  Council  included  this  in  the  1975  revenue  program  and  requested  our 
review  of  the  revenue  impact. 

The  net  revenue  impact  of  removing  the  exclusions  of  professionals  and  firms 
with  more  than  80  percent  of  gross  receipts  deriving  from  personal  services  of 
owners  was  estimated  in  two  parts.  The  first  part  involved  estimating  the  gain 
in  unincorporated  business  franchise  tax  revenues,  and  the  second  part  involved 
estimating  the  loss  in  individual  income  tax  revenues.  The  gain  in  unincorpo- 
rated business  franchise  tax  revenues  was  computed  by  estimating  the  taxable 
D.C.  income  of  presently  excluded  partnerships  and  sole  proprietorships  and 
applying  the  proposed  12  percent  rate.  Several  data  sources  were  used  to  esti- 
mate D.C.  net  income  of  these  firms.  For  the  partnerships  885  partnership  infor- 
mation returns  were  reviewed.  These  returns  also  indicated  the  proportion  of 
firms  which  had  suflSciently  high  net  incomes  to  have  taxable  incomes  with  the 
$5,000  per  firm  exemption  and  the  proposed  55  percent  salary  allowance.  A 
variety  of  data  sources  was  used  to  estimate  D.C.  net  income  of  sole  proprietor- 
ships and  the  approximate  number  of  prospective  filers.  These  sources  were  the 
IRS  Statistics  of  Income  Reports,  1969  D.C.  individual  income  tax  sample  and 
D.C.  license  information.  Once  the  D.C.  net  income  was  estimated  for  both 
types  of  filers  (partnership  and  sole  proprietors),  the  appropriate  deductions 
were  made  for  the  proposed  55  percent  salary  allowance  and  the  $5,000  exemption. 
The  proposed  12  percent  rate  was  applied  to  the  resulting  taxable  D.C.  income. 
The  estimated  revenue  gain  was  $11,660,000.  A  summary  of  these  calculations  is 
given  in  the  chart  below. 

For  the  second  part  of  the  "excluded  firms"  estimate  the  estimated  loss  in  D.C. 
individual  income  tax  revenue,  it  was  necessary  to  estimate  the  D.C.  residents' 
share  of  net  business  income  that  would  be  subject  to  the  unincorporated  business 
franchise  tax  for  the  first  time.  Only  imincorporated  business  net  income  not 
subject  to  this  franchise  tax  would  remain  taxable  under  the  D.C.  individual 
income  tax  law.  The  partnership  returns  indicated  the  net  income  of  partners 
who  are  D.C.  residents.  For  sole  proprietors  it  was  assumed  one-third  of  the 
total  net  income  was  earned  by  D.C.  residents.  D.C.  residents'  shares  of  the 
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secluded  firms'  salary  allowances  and  exemptions  were  then  estimated  and 
educted  from  their  shares  of  the  firms'  net  income,  leaving  D.C.  residents'  shares 
f  taxable  income  that  would  be  newly  subject  to  the  franchise  tax.  The  indi- 
idual  income  tax  loss  was  then  estimated  using  an  8  percent  average  effective 
ate.  The  estimated  revenue  loss  was  —$2,743,000. 

By  raising  the  salary  allowance  from  20  percent  to  55  percent  and  the  tax  rate 
•om  8  percent  to  12  percent,  D.C.  tax  revenues  from  D.C.  tax  presently  taxed 
nincorporated  businesses  will  also  be  affected.  A  summary  of  these  calcula- 
ons  is  also  found  in  the  chart.  An  estimating  procedure  similar  to  that  for  the 
resent ly  excluded  firms  was  followed.  First,  the  revenue  impact  on  the  unin- 
>rporated  business  franchise  tax  revenues  was  estimated.  D.C.  net  income  was 
stimated  using  the  current  $4.6  million  revenue  estimated  at  the  present  8  per- 
?nt  rate  and  the  20  percent  salary  allowance.  An  estimate  was  made  for  the 
limber  of  firms  with  suflSciently  high  D.C.  net  incomes  to  have  taxable  incomes 
ith  the  higher  salary  allowance.  Next,  the  55  percent  salary  allowance  and  the 
)tal  cost  of  the  $5,000  exemption  was  deducted  from  D.C.  net  income.  As  indi- 
ited  by  the  chart,  the  estimated  franchise  tax  revenue  lost  from  raising  the 
ilary  allowance  exceeded  the  estimated  franchise  tax  revenue  gained  from  rais- 
ig  the  rate.  The  estimated  net  revenue  loss  was  —$1,769,000. 

PART  A 

STIMATE  OF  REVENUE  IMPACT  OP  REMOVING  EXCLUSIONS  FROM  UNINCORPO- 
RATED Business  Franchise  Tax  and  Increasing  Rate  from  8  Percent  to 
12  Percent  and  Salary  Allowance  From  20  Percent  to  55  Percent: 
Summary  of  Calculations 

/.  Presently  excltided  firms 

hange  in  Unincorporated  Business  Franchise  Tax  Revenue :  Thousands 

1.  Estimated  D.C.  net  income $254,  543 

2.  Salary  allowance  @  55  percent (—139,999) 

3.  Estimated  total  exemptions  @  $5,000 (—17,380) 

4.  Total  estimated  net  taxable  D.C.  income 97, 164 

5.  Estimated  tax  @  12  percent 11,  660 

hange  in  District  of  Columbia  Individual  Income  Tax  Revenue : 

6.  Total  estimated  allowances  and  exemptions  (2-}-3) 157,379 

7.  Estimated  District  of  Columbia  residents  share  of  D.C.  net 

income   89,  824 

8.  Estimated  District  of  Columbia  residents'  share  of  allow- 
ances and  exclusions  ( 7.-^1.  X  6.) 55,536 

9.  Estimated  District  of  Columbia  resident's  net  taxable  D.C. 
income    newly    subject    to    unincorporated    business    tax 

(7.-8.)    34, 288 

10.  Estimated  District  of  Columbia  individual  income  tax  loss —       (~2,  743) 
et  Revenue  Impact 8,  917 

II.  Presently  Taxed  Unincorporated  Businesses 

20  percent  55  percent 

salary  salary 

allowance  allowance 

angein  unincorporated  business  franchise  tax  revenue: 

1.  Estimated  District  of  Columbia  net  income $96,875  $96,875 

2.  Estimated  salary  allowance (-19,375)  (-53,281) 

3.  Estimated  total  exemptions  at  $5,000 (-20,000)  (-20,000) 

4.  Total  estimated  net  taxable  District  of  Columbia  income 57,500  23,594 

5.  Estimated  tax  at  8  percent— 4.600  1,888 

6.  Estimated  tax  at  12  percent 6,800  2,831 

7.  Revenueimpactof  increased  rate  and  salary  allowance (—1,769) 

ange  in  individual  income  tax  revenue: 

8.  Estimated  District  of  Columbia  residents'  share  of  District  of  Columbia  net  income.            31, 969  31, 969 

9.  Total  estimated  allowances  and  exemptions  at  20  percent 39,375  39,375 

10.  Total  estimated  additional  allowance  and  exemptions  at  55  percent  (3.-9.)- 33,906 

11.  Estimated  District  of  Columbia  residents' share  of  10 11»  189 

12.  Estimated  District  of  Columbia  individual  income  tax  gain 895 

t  revenue  impact. -- (—$874) 

III.  Total  net  revenue  impact  (rounded) 8,045 
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However,  raising  the  salary  allowance  would  increase  D.C.  residents'  share  of 
net  business  income  subject  to  the  District  of  Columbia  individual  income  tax.  In 
making  this  last  calculation,  it  was  assumed  that  one-third  of  the  partners  or  sole 
proprietors  currently  paying  the  franchise  tax  are  District  of  Columbia  residents 
and  that  the  appropriate  average  effective  individual  income  tax  rate  is  8  percent. 
The  estimated  individual  income  tax  gain  was  $895,000. 

As  shown  on  the  chart,  combining  all  the  estimated  gains  and  losses  on  both 
taxes  would  result  in  an  overall  net  revenue  impact  of  $8.0  million. 

Table  11  presents  information  with  respect  to  corporate  taxes  among  the 
various  states. 

10.  Consumer  Relief  Tax  Measures. 

A  number  of  tax  relief  measures  are  an  important  i>art  of  the  Revenue  Act 
of  1975.  These  measures  are  an  effort  to  improve  the  overall  equity  of  the  Dis- 
trict's tax  system  and  reduce  the  tax  burden  on  the  low  income  District  taxpayer. 

These  tax  relief  measures  are  as  follows:  the  elimination  of  the  present  2 
percent  tax  rate  on  groceries  and  non-prescription  drugs.  Elimination  of  these 
items  from  the  sales  tax  is  estimated  to  cost  the  District  $6.5  million  in  lost  reve- 
nues during  the  next  fiscal  year.  However,  food  and  drink  items  sold  from  vend- 
ing machines  will  continue  to  be  taxed  at  the  2  i>ercent  rate.  Also,  the  present 
2  percent  sales  tax  on  laundry  and  dry  cleaning  services  is  repealed ;  however,  the 
rental  of  textiles  (linens)  to  commercial  users  is  to  be  taxed  at  the  5  percent 
rate.  The  Revenue  Act  of  1975  also  removes  from  the  sales  and  use  tax  base 
expenditures  for  utilities,  effective  June  30,  1975.  With  this  effective  date,  no 
revenues  are  lost  in  fiscal  year  1976 ;  however,  in  subsequent  fiscal  years  annual 
revenue  losses  estimated  at  $11.5  million  will  be  realized. 

The  tax  relief  program  also  includes  adoption  of  the  present  Federal  (I.R.S.) 
code  provisions  with  respect  to  itemized  deductions  for  child  care  and  disabled 
dependent  and  spouse  care  expenses.  The  District  of  Columbia  income  tax  law 
is  also  simplified  through  providing  that  our  exemptions  for  D.C.  tax  purposes  will 
become  the  same  as  those  presently  provided  under  the  Federal  income  tax  code. 
The  present  District  of  Columbia  income  tax  credit  for  sales  taxes  paid  for  gro- 
ceries and  drugs  is  repealed  since  sales  taxes  on  these  items  are  being  eliminated. 

11.  Service  Charge  Increases. 

As  indicated  in  Table  1,  rate  increases  on  water  and  service  charges  are  pro- 
vided in  the  1975  Revenue  Act. 

Water  and  Sewer  Service  Charges 

In  order  to  meet  the  greatly  increased  operating  costs  of  the  Blue  Plains  Sew- 
age Treatment  Plant  as  this  facility  is  expanded  to  improve  wastewater  treat- 
ment, the  Revenue  Act  of  1975  increases  the  water  and  sewer  charges  for  par- 
ticularly large  volume  users.  Specifically,  the  proposed  new  rates  are  30^  per 
100  cubic  feet  of  water  used  in  excess  of  3600  cubic  feet  and,  for  sewer  service, 
90  percent  of  the  total  (increased)  water  charge.  Currently  these  excess  use 
rates  are  19^  and  98  percent,  respectively.  No  change  is  recommended  in  the  mini- 
mum water  service  charge  of  $8.75  for  the  first  3600  cubic  feet.  The  estimated 
yield  of  these  proposed  rate  revisions  is  $7.51  million  in  fiscal  year  1976. 

It  is  not  only  equitable  but  also  economically  justifiable  to  assess  the  user  of 
water  and  sewer  services,  rather  than  the  public  at  large,  the  full  costs  to  the 
District  Government  for  providing  these  services.  Insofar  as  the  larger  volume 
users  are  primarily  responsible  for  the  growth  in  the  Blue  Plains  capacity,  they 
should  bear  the  greatest  burden  in  meeting  expenses.  As  shown  by  the  attached 
Table  14  the  impact  of  these  rate  increases  on  the  average  domestic  consumer  is 
much  less  than  the  impact  on  the  average,  larger  volume,  commercial  consumer — 
a  21  percent  increase  as  opposed  to  a  49  percent  increase.  As  shown  by  Table  15, 
even  with  these  rate  increases.  District  water  and  sewer  charges  are  substantially 
below  those  of  the  surrounding  jurisdictions. 

It  should  be  noted  that  the  last  rate  increases  were  for  fiscal  year  1973. 
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TABLE  l.-THE  REVENUE  ACT  OF  1975  AND  SUBSEQUENT  CHANGES  (JULY  1975  REVISION) 
[In  thousands  of  dollars] 


Revenue  item 


Rates 


Estimated  increase  (decrease)  for  fiscal 
year  1976 

With  Oct.  1,  With  Nov.  1, 

Revenue  on             1975  1975 

an  annual        effective  effective 

basis           date  i  date  > 


Transportation  and  environmental  related  measures: 
1.  Increase  motor  vehicle  registration  fee 


2.  Increase  motor  fuel  tax 

3.  Subject  parking  charges  to  sales  tax. 

4.  Increase  motor  vehicle  excise  tax 


Gross  receipts  and  gross  earnings  tax  measures: 
5.  Increase  utility  gross  receipts  tax  3 


6.  Increase  banks  building  associations  gross 
earnings  tax.3 


Tax  rate  changes: 

7.  Increased  deed  recordation  tax.. 

8.  Increase  cigarette  tax 


Franchise  taxes: 

9(a)  Permanent  increase  in  corporation  fran- 
chise tax. 

(b)  1  yr  increase  in  corporation  franchise  tax. 

(c)  Permanent  increase  in  unincorporated 

business  franchise  tax. 

(d)  1  yr  increase  in  unincorporated  business 

franchise  tax. 
<e)  Remove  professionals  exemption  from 
unincorporated  business  franchise  tax 
and  increase  allowable  salary  deduction 
from  20  percent  to  55  percent  for  ail 
unincorporated  businesses. 
Consumer  relief  measures: 

10(a)  Exempt  food  and  drugs  from  sales  tax  <_. 
(b)  Exempt  laundry  and  dry  cleaning  from 

sales  tax » 

^c)  Exempt  utility  bills  from  sales  tax 

(d)  Change  personal  exemption  amounts  and 
allow  child  care  deductions  for  in- 
dividual income  tax 

Service  charge  increases: 

11.  Increase  water  service  charge 


}i  increase  in  present 

fees. 
From  8  cents  to  10  cents 

per  gallon. 

8  percent 

From  5  percent  to  6 

percent. 

From  5  percent  to  6 

percent 
Banks:  4  percent  to  6 

percent  building 

association :  2  percent 

to  3  percent. 

From  H  of  1  percent  to 

1  percent 
From  6  cents  per  pack 

to  10  cents  per  pacK. 

From  8  percent  to  9 

percent 
From  9  percent  to  12 

percent. 
From  8  percent  to  9 

percent 
From  9  percent  to  12 

percent 


Change  sewer  service  charge «. 


From  19  cents  to  30 
cents  per  100  fts  in 
excess  of  3,600  ft3. 

From  98  percent  to  90 
percent  of  total  in- 
creased water  charge. 


$3,850 

4.825 

3,300 
1,800 

4,800 
5.600 


2,700 
2,600 

3,100 
9,300 
575 
1,725 
5,745 


(200) 
0 


1,500 


7,510 


$3,700 

3,215 

2,100 
1,350 

4,800 
5,600 


2,000 
2,000 

3,100 
9,300 
575 
1,725 
5,745 


(125) 


1,500 


4,070 


$3,650 

2,815 

1,800 
1,170 

4,800 
5,600 


1,730 
1,800 

3,100 
9,300 
575 
1,725 
5,745 


(6,800)         (4,700)         (3.900) 


(110) 
0 


1,500 


4,070 


Net  revenue  increase. 


51,930 


45,955 


45. 370 


year. 


1,2  Income  and  franchise  tax  changes  effective  Jan.  1, 1975  and  public  utilities,  banks,  etc.  Tax  changes  effective  for  full 

lar. 

3  Additional  taxes  to  be  collected  through  declarations. 

*  Sales  of  food  from  vending  machines  taxed  at  2  percent 

» Rental  of  linens  taxed  at  5  percent  ^     ,  ^.      ^.„. 

«  Partial  year  estimates  based  on  information  from  Department  of  Environmental  Services  regarding  billing  cycle. 
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TABLE  2.— MOTOR  VEHICLE  TAXES 


Registration  fees  on  passenger  cars 


Jurisdiction  Weight  of  vehicle  Fee 

District  of  Columbia Less  than  3,400  pounds $30.50 

3,400  pounds  or  more 50. 50 

Maryland.. 3,700  pounds  or  less ^  20.00 

Over  3,700  pounds 30.00 

Virginia 4,000  pounds  or  less 15.00 

Over  4,000  pounds 20.00 

Alexandria +25.00 

Arlington  County 4,000  pounds  or  less _  4-25.00 

Over  4,000  pounds +25.00 

Fairfax +10.00 

Fairfax  County +15.00 

Loudoun  County +15.00 

Prince  William  County +10.00 

Note:  All  3  jurisdictions  impose  varying  fees  on  trucks,  buses  and  trailers  based  on  wieght.  The  District  levies  a  titling 
tax  of  5  percent  of  marltet  value  at  time  of  issuance  of  certificate  of  title.  Maryland  levies  a  similar  tax,  but  at  4  percent, 
and  Virginia  taxes  motor  vehicles  at  time  of  sale  at  a  2  percent  rate.  In  addition,  each  jurisdiction  collects  any  number  of 
other  types  of  fees,  ranging  from  a  payment  for  a  learner's  permit  to  a  payment  for  special  tags  for  antique  vehicles. 

Table  3. — State  Motor  Vehicle  Registration  Fees 

Assumption:  1-year  oldy  ^-door^  6-passengerj  8-cylinder,  59.2  horsepower  automobile 
costing  $5fi00  new  and  weighing  4,680  pounds 

Lower  than  the  District  (less 
than  $50)  (45) : 


Louisiana 

Massachusetts 

Utah 

Nevada ___ 

Wyoming 

Arizona 

South  Carolina 

_.     $3.00 
-.       6.00 
__       6.75 
__       7.50 
_-       7.50 
_.       8.00 
10.  30 

Wisconsin 

Idaho 

Delaware 

Virginia 

Kansas 

Oregon 

Rhode  Island 

18.  15 
18.50 
20.00 
20.00 
20.00 
21.00 
21.  00 

Washington 

Montana 

California 

Ohio 

Kentucky 

Indiana 

Colorado 

_.     10.40 
_.     10.50 
_.     11.00 
-.     11.00 
_.     11.50 
-.     12.00 
-_     13.70 
__     13.75 
_.     14.00 

New  Hampshire 

Missouri 

Arkansas 

Michigan 

Alaska 

Illinois 

New  Jersey.  _ 

25.00 
25.50 
26.00 
26.85 
30.00 
30.00 
30.00 

Alabama 

North  Carolina 

West  Virginia.- _ 

Texas 

Maryland 

Vermont 

Florida 

New  Mexico  _  _ 

30.00 
30.  30 

Pennsylvania 

Connecticut 

Georgia 

Nebraska- 

._.     14.00 
..     15.00 
.-     15.00 
.--     15.50 
__     17.50 
.__     17.75 
._.     18.00 

to 

.__     50.50 
54.  75 

31.50 
32.00 
35.50 
36.  50 

Maine 

Tennessee 

Hawaii 

New  York 

36.60 
39.  75 

Mississippi 

Same  as   the   District    ($50 
55^  (1): 

District  of  Columbia 

South  Dakota 

Higher  than  the  District  (above 
$55)  (4) : 

Minnesota 

North  T^flkota 

66.75 
67.  00 

Iowa 

Oklahoma 

TABLE  4.— GASOLINE  TAX 

69.05 
77.40 

Jurisdiction 

Rate 

per  gallon 

(cents) 

License 
fee 

District  of  Columbia 

8 
9 
9 

$5 

Maryland 

None 

Virginia 

5 
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Maryland 

Motor  carriers  with  commercial  vehicles  having  seats  for  more  than  nine 
passengers  or  having  more  than  two  axles,  are  subject  to  a  tax  on  the  amount 
of  motor  fuel  used  in  their  operations  in  Maryland.  Credit  is  allowed  for  taxes 
paid  on  all  motor  fuel  purchased  in  Maryland.  The  rate  is  equivalent  to  motor 
fuel  tax  rate. 

Virginia 

The  tax  is  refunded  on  purchases  of  five  gallons  or  more  of  fuel  used  for  non- 
Jiighway  purposes  (agriculture). 

There  is  a  special  fuels  tax — the  rate  is  the  same  as  the  motor  fuels  tax — 
imx)osed  upon  all  fuel  sold  or  delivered  by  suppliers  and  user-sellers  or  acquired 
tax-free  by  user-sellers  or  users.  "Users"  are  persons  operating  or  running  air- 
craft or  motor  vehicles  with  a  gross  weight  over  5,000  pounds. 

TABLE  5.-STATE  GASOLINE  TAX  RATES  PER  GALLON 


Lower  than  the  District  (24) 


Same  as  the  District  (9) 


Higher  than  the  District  (17) 


5  cents:  Hawaii,^  Texas. 

6 cents:  Nevada.' 

6.58  cents:  Oklahoma. 

7  cents:  Alabama,'  California,  Colorado,  Iowa, 
Kansas,  Minnesota,  Missouri,  Montana, 
New  Mexico,  North  Dakota,  Ohio,  Oregon, 
South  Dakota,  Tennessee,  Utah,  Wisconsin, 
Wyoming. 

7.5  cents:  Georgia,  Illinois,  Massachusetts. 


8  cents:  Alaska,  Arizona,  Flor- 
ida,<  Indiana,  Louisiana,  New 


8.5  cents:  Arkansas,  Idaho,  Nebraska, 
West  Virginia. 


Jersey,    New   York,<   Rhode    9  cents:  Delaware,  Kentucky,   Maine, 


Island,  South  Carolina. 


Maryland,     Michigan,     Mississlppi,« 
New    Hampshire,    North     Carolina 
Pennsylvania,     Vermont,     Virginia* 
Washington. 
10  cents:  Connecticut.^ 


1  Hawaii:  County  taxes  of  3  to  5  cents  are  additional. 

s  Nevada:  County  taxes  of  1  to  2  cents  are  additional  where  levied. 

*  Alabama:  City  taxes  of  ^  to  2  cents  and  county  taxes  of  1  to  2  cents  are  additional  where  levied. 

4  Florida  and  Connecticut:  Counties  authorized  to  levy  1  cent  per  gallon  additional  tax.  None  have  done  so. 

*  New  York:  New  York  City  imposes  an  additional  1  cent  per  gallon  levy  on  leaded  fuel. 

*  Mississippi:  County  taxes  of  2  to  3  cents  are  additional  where  levied. 

TABLE  6.— MOTOR  VEHICLE  SALES  AND  EXCISE  TAXES,  PAID  AT  TIME  OF  SALE  OR  TITLING 


Lower  than  the  District  (39  States) 


Same  as  the  Higher  than  the 

District  (5  States)    District  (2  States)    No  tax  (4  States) 


1.5  percent:  Alabama  (He  to  2  percent),^  Montana. 


2  percent:  Delaware,  Nevada  (1  to  1.5  percent),i  New 
Mexico,  North  Carolina,'  Oklahoma,  Virginia. 

2.5  percent:  Nebraska. 

3  percent:  Arkansas  (1  percent),^  Colorado  (0.5  to  4  per- 
cent),i  Georgia  (1  percent).^  Idaho,  Kansas  (0.5  percent),^ 
Louisiana  (1  to  3  percent),^  Massachusetts,  Mississippi, 
Missouri  (1  to  1.5  percent),^  South  Dakota,  Wyoming 
(1  percent).! 

3.5  percent:  Tennessee  (0.5  to  1  percent).^ 

4  percent:  Arizona  (1  to  2  percent),^  Florida,  Hawaii, 
Illinois  (0.5  to  1.5  percent),^  Indiana,  Maryland,  Michigan, 
Minnesota,  New  York  (1  to  4  percent),^  North  Dakota, 
Ohio  (0.5  to  1.5  percent),!  South  Carolina.  Texas,  Utah 
(0.5  percent),!  Vermont,'  Wisconsin. 

4.25  percent:  California  (0.5  to  2.25  percent).! 
4.5  percent:  Washington  (0.5  to  1.3  percent).! 


5  percent: 
Kentucky, 
Maine,  New 
Jersey,  Rhode 
Island,  West 
Virginia. 


6  percent: 
Connecticut, 
Pennsylvania. 


Alaska  (1  to  5 
percent),!  Iowa, 
New  Hampshire, 
Oregon. 


1  Local  taxes,  where  levied,  are  additional.  Range  of  local  rates  in  parentheses. 

s  Maximum:  $120. 

*  Smaller  of  4  percent  of  purchase  price  of  $300. 

PAID   ANNUALLY 

Arizona  ($l-$300  depending  upon  age  and  base  retail  price). 
California   (2  percent  of  market  value). 
Colorado,  $^2.1  percent  of  factory  price  depending  upon  age) . 
Indiana   ($12-$400  depending  upon  age  and  selling  price). 
Maine   ($4-24/$1000  depending  upon  age). 

Massachusetts  ($66/$1000;  assessment  ranges  from  10  to  90  percent  depending 
upon  age). 
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Nevada  ($4/$100;  assessment  is  at  35  percent  of  manufacturer's  list  price). 
New  Hampshire  ($3-l7/$1000  depending  on  manufacturer's  list  price  and  age). 
Washington  (2  percent  of  fair  market  value). 

Wyoming  (3  percent  of  factory  list  price;  assessment  ranges  from  15-60  per- 
cent of  factory  list  price  depending  upon  age). 

Table  7. — Sales  and  Use  Taxes 
District  of  Columbia 

A  2  percent  tax  is  imposed  on  receipts  from  sales  of  food  for  human  con- 
sumption off  the  premises,  sales  of  or  charges  for  laundry,  dry  cleaning  or 
pressing  services,  sales  of  nonprescription  medicines,  drugs  and  pharmaceuticals 
and  charges  for  textile  rentals  if  the  essential  part  of  the  rental  includes  re- 
curring services  of  laundering  or  cleaning  the  textiles.  In  order  to  mitigate  the 
regressivity  of  the  tax  on  the  sale  of  groceries,  an  income  tax  credit  is  allowed 
low  income  individuals. 

A  6  percent  tax  is  levied  on  receipts  from  furnishing  accommodations  to 
transients,  sales  of  alcoholic  beverages  and  sales  of  food  for  human  consumption 
on  the  premises. 

A  5  percent  tax  is  imposed  on  gross  receipts  from  all  other  sales. 

Maryland 

A  4  percent  tax  is  imposed  on  retail  sales,  including  rental,  lease,  or  royalty 
of  tangible  personal  property  including  (1)  sales  of  alcoholic  beverages,  (2) 
food  for  on-premises  consumption,  (3)  gas,  oil,  electricity,  coal,  nuclear  fuel 
assemblies  or  steam  when  not  used  in  manufacturing,  (4)  transient  accommoda- 
tions, and   (5)   telephone,  telegraph  or  teletypewriter  services. 

Virginia 

A  3  percent  tax  is  imposed  on  retail  sales,  proceeds  derived  from  leases  and 
rentals,  proceeds  from  transient  accommodations.  Among  other  things,  gas, 
electricity  and  water  are  exempt  as  are  alcoholic  beverages  sold  by  the  state. 

Virginia  localities  may  impose  an  additional  1  percent  sales  and  use  tax. 

LOCAL  SALES  TAX  RATES 
[In  percent] 

Transient 

accommo- 

Jurisdiction  General  rate       Admissions  dations 

Charles  County,  Md 2      

Montgomery  County,  Md 4>$  3 

Prince  George's  County,  Md 10      


Alexandria,  Va 

Arlington  County,  Va 

Fairfax,  Va 

Fairfax  County,  Va 

Loudoun  County,  Va 

Prince  William  County,  Va. 


Table  8. — States  and  Cities  Taxing  Parking  Charges  as  of  June  1974 

[Parking  Charges] 

Rate 

State  percent 

Arizona 3 

Florida  4 

Iowa    3 

Louisiana 3 

Mississippi 5 

Oklahoma 2 

Tennessee 3. 5 

Washington 4. 5 

Wisconsin 4 

Cities 

Philadelphia   JJ 

Pittsburgh   ^^ 

New  York  City ^ 

Newark,  New  Jersey ^^ 
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Table  9. — Financial  Institution  Taxes 

district  of  columbia 

The  District  levies  a  gross  earnings  tax  on  financial  institutions  at  various 
rates  according  to  the  type  of  financial  Institution  involved.  The  following  chart 
details  the  rates  and  bases  of  this  tax : 

Institution  Rate  Basis 

National  banks,  incorporated  banks  and  trust  companies...  4  percent Gross  earnings. 

Guaranty,  bonding,  and  title  companies \yi  percenL..        Do. 

Savings  banks  without  capital  stock do Surplus  and  undivided  profits. 

Incorporated  savings  banks 4  percent Gross  earnings. 

Building  associations 2  percent Do, 

Private  banks  or  unincorporated  bankers 5500 Flat  fee. 

Note  brokers $100 Do. 

Maryland 

Maryland  imposes  a  corporate  franchise  tax  on  net  earnings  of  financial  insti- 
tutions as  well  as  a  franchise  tax  based  on  the  aggregate  withdrawal  value  of 
shares  of  savings  and  building  and  loan  associations. 

The  net  earnings  tax  is  imposed  on  savings  banks  and  building  and  loan 
associations  at  %'s  of  1  percent  of  net  earnings  over  $100,000.  The  rate  on  com- 
mercial banks,  safe  deposit  and  trust  companies  and  finance  companies  is  7 
percent  of  net  earnings. 

The  franchise  tax  is  imposed  on  savings  and  loan,  building  and  loan  and  home- 
stead associations  at  the  rate  of  130/10,000's  of  1%. 

Virginia 

The  State  of  Virginia  levies  a  share  tax  on  incorporated  banks  and  trust  com- 
panies. Share  value  is  determined  by  adding  the  capital,  surplus  and  undivided 
profits  and  subtracting  the  assessed  value  of  bank-owned  real  estate  and  the 
book  value  of  tangible  personal  property.  The  state  rate  is  $1  per  $100  of  value. 

Virginia  has  authorized  its  cities  to  retain  a  portion  of  the  state  share  tax 
equaling  no  more  than  40  percent  of  the  state  rate  and  its  counties  to  retain  a 
portion  of  the  tax  equaling  no  more  than  80  percent  of  the  state  rate.  Alexandria 
and  Fairfax  cities  retain  the  maximum  amount — 40^/$100 — and  Arlington,  Fair- 
fax, Loudoun  and  Prince  William  counties  retain  the  maximum  of  80^  per  $100. 

Table  10a. — Public  Utility  Taxes  on  Suppliers 

Jurisdiction  and  utilities  subject  to  tax  Rate 
District  of  Columbia:   Gas,  electric  lighting,   telephone   (gross  receipts) 

(percent) 5 

Maryland : 

Cable,  express,  parlor  car,  sleeping  car,  telegraph,  and  transportation 

companies  (gross  receipts)  (percent) 2>2 

Electric  light  and  power,  gas,  oil  pipeline,  railroads,  and  telephone 

companies  (gross  receipts)  (percent) 2 

Virginia: 

Railway  companies  (gross  receipts)  (percent) 1>'2 

Special  tax  (percent) .  03 

Electric,  gas,  heat,  light,  power  and  water: 

Up  to  $100,000  (gross  receipts)  (percent)    1^ 

Over  $100,000  (percent) 3^ 

Special  tax  (percent) .  03 

Pipeline  transmission : 

Up  to  $100,000  (gross  receipts)  (percent) 1% 

Over  $100,000  (percent) 3^2 

Telegraph  (per  mile) $2.  25 

Gross  receipts  (percent) 3^ 

Special  tax  (percent) .  03 

Telephone : 

Under  $65,000  (gross  receipts)  (percent) 1?^6 

Over  $65,000  (gross  receipts)  (percent) 3  + 

Permile $2.25 

Special  tax  (percent) .03 
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TABLE  lOb.-PUBLIC  UTILITY  TAXES  ON  RESIDENTIAL  CONSUMERS 


Jurisdiction 

Electricity 
(percent) 

Maximum 
tax 

Tele- 
phone 
(percent) 

Maximum 
tax 

Gas 
(percent) 

Maximum 
tax 

Water 

Maximum 
tax 

District  of  Columbia 

5 
4 

5.0 

5 

4 

Maryland 

Charles  County 

Montgomery  County 

Prince  Georges  County... 

..1.000867  . 

3.0 

3.007822 

Virginia 

Alexandria 

16 

$2.40 

25.0 

16 

$2.40 

15 

Arlington  County 

Fairfax 

Fairfax  County 

10 

..       »14.6 

10 

15 

1.00 

»7.30 

3.00 

3.00 

10.0 
22.2 
10.0 
15.0 

$1.00 
11.10 
3.00 

10 

3  14.6 

10 

15 

.50 

3  7.30  .. 

3.00  .. 

3.00  .. 

10 

$1.00 

Loudoun  County 

Prince  William  County  .. 

1  Per  kilowatthour. 

2  Per  therm. 

3  Fairfax  County  is  in  the  process  of  reducing  the  tax  on  electricity  and  gas  to  4  percent.  If  this  takes  effect,  the  maxi- 
mum tax  would  drop  to  $2.00. 

TABLE  ll.-STATE  CORPORATION  INCOME  TAX  RATES-MAXIMUM  RATES 


Percent 

Percent 

Lower  than  the  District  (33): 

2.75 
4 

5 

5.5 

5.8 

6 

6.435 
6.5 
6.75 

7 
7.2 

New  Jersey 

7.25 

Nebraska : 

Illinois,  Louisiana,!  Mississippi,  Oklahoma... 

Alabama,*  Colorado,  Florida,  Missouri,'  New 
Mexico 

Indiana 

Kentucky 

Arkansas.  Georgia,  North  Carolina,  Oregon, 
South  Carolina,  Tennessee,  Utah,  Virginia, 
West  Virginia 

Vermont 7.5 

Michigan 7.8 

Wisconsin » 7.9 

Same  as  the  District  (4): 

Connecticut,  North   Dakota.'  Ohio.  Rhode 
Island 8 

Higher  than  the  District  (8): 

Alaska,  Massachusetts 8.6 

California.  New  York 9 

Hawaii 

Idaho 

Kansas,  Montana 

Maine,  Maryland,  New  Hampshire 

Delaware 

Pennsylvania 

lowai 

Arizona' 

Minnesota 

9.5 

10 

10.5 

12 

1  At  least  a  portion  of  Federal  income  tax  is  deductible. 


Table  12 


Recordation  and  Transfer  Taxes 


District  of  Columbia 

A  tax  of  ^  of  1%  of  the  consideration  is  imposed  on  each  deed  when  it  is 
recorded.  The  minimum  tax  is  $1.00. 

Maryland 

The  State  of  Maryland  has  prescribed  recordation  tax  rates  for  the  various 
counties.  However,  the  counties  are  allowed  to  set  their  own  rates.  If  they  fail 
to  do  so,  the  state-prescribed  rates  apply.  Charles  County  has  chosen  to  set  its 
rate  at  $3.30  for  each  $500  of  consideration ;  Montgomery  County's  rate  is  $2.20/ 
$550  and  Prince  George's  County  has  set  $1.65  as  its  rate  per  $500. 

The  recordation  tax  is  paid  on  every  document  conveying  title  to  real  or 
I)ersonal  property  and  on  every  instrument  creating  a  lien  or  encumbrance. 

In  addition,  Maryland  levies  a  i/^  of  1%  tax  on  all  documents  transferring  title 
to  real  estate.  Montgomery  County's  transfer  tax  depends  on  the  type  of  realty 
involved.  The  tax  is  1%  of  consideration  on  transfers  of  all  unimproved  realty ; 
1%  on  improved  residential  and  commercial  realty  of  $35,000  or  more;  ^%  on 
transfers  of  improved  residential  realty  valued  between  $25,000  and  $35,000; 
V2%  on  improved  commercial  realty  of  between  $20,000  and  $35,000;  from  2%% 
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to  6%,  depending  on  how  long  owned,  on  transfers  of  farmland,  and  6%  on 
transfers  of  property  zoned  for  a  more  intensive  use  after  July  1,  1971. 
Prince  George's  County  levies  a  flat  transfer  tax  of  1%  of  consideration. 

Virginia 

The  state  recordation  tax  is  15^  per  $100  of  consideration  of  the  deed  or  the 
actual  value  of  the  property  conveyed,  whichever  is  greater.  In  addition,  the  state 
allows  cities  and  counties  to  levy  a  recordation  tax  of  up  to  %  of  the  state  tax. 
The  cities  of  Alexandria  and  Fairfax  and  the  counties  of  Arlington,  Fairfax, 
Loudoun  and  Prince  William  levy  tax  at  the  rate  of  5<f/100. 

The  state  realty  transfer  tax  is  50^  for  each  $500  of  consideration. 

TABLE  13.— 50  STATE  DEED  RECORDATION  TAX  FACTS 


State 


Tax  per 
$500  of 
consideration    Additional  information 


Alabama $0. 50 

Alaska 

Arizona »  2. 00 

Arkansas .55 

California .  55    Cities  within  counties  may  tax  at  rate  of  27.5  cents  per  $500. 

Colorado .05 

Connecticut .55 

Delaware 10.00    Wilmington:  Additional  $5  per  $500. 

District  of  Columbia 2.50 

Florida 2.05    Includes  surtax. 

Georgia .50 

Hawaii .  50 

Idaho 

Illinois .50    Chicago:  Additional  50  cents  per  $500. 

Indiana 

Iowa  55 

Kan^s'l............. .......  1. 25    Applies  only  to  real  estate  mortgages. 

Kentucky .  50 

Maine. .55 

Maryland .55-3.50    Depends  upon  county. 

Massachusetts.- 1.00 

Michigan .  55 

Minnesota 1. 10 

Mississippi 

Missouri 

Montana.. 

Nebraska .55 

Nevada .55 

New  Hampshire .75 

New  Jersey .50 

New  Mexico 

New  York. .55 

North  Carolina .50 

North  Dakota 

Ohio 2.00 

Oklahoma .55 

Oregon 

Pennsylvania 5.00    Philadelphia  and  Pittsburgh:  Additional  $5  per  $500. 

Rhode  Island .55 

South  Carolina 1.00    Additional  city  transfer  tax  of  55  cents  per  $500. 

South  Dakota .50 

Tennessee 1. 30 

Texas 

Utah 

Vermont 2. 50 

Virginia  .  75    Additional  transfer  tax  of  50  cents  per  $500;  additional  city/county  tax 

of  H  State  tax. 

Washington .50    Additional  county  tax  of  $5  per  $500. 

West  Virginia 1.65 

Wisconsin .50 

Wyoming 


I  Per  deed. 


58-735—73 6 
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TABLE  14.— EFFECT  OF  INCREASES  ON  CONSUMERS  (SEMI-ANNUAL) 


1975  1976 


$8.75 

$8.75 

•7.22 

••11.40 

15. 97 

20.15 

tl5.67 

tl8. 14 

31. 62 

38.29 

8.75 

8.75 

•215.84 

••340.80 

224. 59 

249. 55 

t220. 10 

1314. 60 

Average  domestic  consumer— 7,400  ft 3  of  water: 
Water  charge: 

Minimum  of  3,600  ft » 

Excess  of  3,800  fts 

Total  water  charge _ 

Sewer  service 

Total  water  and  sewer  service  bill 

Average  commercial  consumer— 117,200  ft^  of  water: 
Water  charge: 

Minimum  of  3,600  ft' 

Excess  of  113,600  ft' 

Total  water  charge 

Sewer  service 

Total  water  and  sewer  service  bill 444. 69  664. 15 

•19  cents  per  100  ft*  excess  charge. 
••30  cents  per  100  ft^excess  charge. 
t98  percent  of  water  bill. 
i90  percent  of  increased  water  bill. 

TABLE  15.— WATER  AND  SEWER  CHARGES-COMPARISON  WITH    OTHER   WASHINGTON   AREA   JURISDICTION 
[Cost  of  55,352  gal  (equivalent  to  7,400  ft'  of  water)] 

Water  Sewer  Total 

District  of  Columbia  current  rates  i $15.97  $15.65  $31.62 

Districtof  Columbia  proposed  rates  2 20.15  18.14  38.29 

Alexandria' 29.69  18.69  48.38 

Arlington  County « - 50.92 

Charles  County  6 29.43  29.43  58.86 

Fairfax  City« 30.08  33.09  63.17 

Fairfax  County  7 43.64  52.58  96.22 

Loudon  County  8 44.80  44.80  89.60 

Montgomery  County  » 25.57  33.21  59.78 

Prince  Georges  County » 26.57  33.21  59.78 

Prince  William  County  " 42.00  42.00  84.00 

I  Water— $8.75  per  6  mo  plus  19  cents  per  100  c  ft '  in  excess  of  3,600.  Sewer— 98  percent  of  water  charges. 

'  Water- $8.75  per  6  mo  plus  30  cents  per  100  c  ft^  in  excess  of  3,600.  Sewer— 90  percent  of  increased  water  charges. 

'  Water— 82  cents  per  1,000  gal  up  to  20,000  gal;  57  cents  per  1,000  gal  between  20,000-32^,000  gal;  48  cents  per  1,000  gal 
over  39,000  gal.  Sewer— 32  cents  per  1.000  gal  up  to  10,000  gal;  24  cents  per  1,000  gals  over  10,000  gal  plus  15  percent  of 
water  charges. 

4  Water  and  sewer— 92  cents  per  1,000  gal  of  water. 

<  Water— 94  cents  per  1,000  gal  up  to  12,000  gal;  50  cents  per  1,000  gal  between  12,000-15,000  gal;  45  cents  per  1,000 
gal  between  15.000-20,000  gal  and  40  cents  per  1,000  gal  above  20,000  gal.  Sewer— 100  percent  of  water  charges. 

« Water— 66  cents  per  1,000  gal  up  to  9,000  gal;  64  cents  per  1,000  gal  over  9,000  gal.  Sewer— 110  percent  of  water 
charges. 

7  Water— $3  per  3  mo  plus  68  cents  per  1,000  gal.  Sewer— 95  cents  per  1,000  gal  of  water. 

8  Water— 80  cents  per  1,000  gal.  Sewer— 100  percent  of  water  charges. 

•  Water— 48  cents  per  1,000  gal.  Sewer— 60  cents  per  1,000  gal  of  water. 
»o  Water— 48  cents  per  1.000  gal.  Sewer— 60  cents  per  1,000  gal  of  water. 
"  Water— 75  cents  per  1,000  gal.  Sewer— 100  percent  of  water  charges. 

Hon.  Sterling  Tuckeb, 

Chairman,  Council  of  the  District  of  Columbia,  District  Building,  Hth  d  E 

Streets,  N,W.,  Washington,  D.C. 
Hon.  Mabiox  Barry,  Jr., 
Chairman,  Finance  d  Revenue  Committee,  Council  of  the  District  of  Columbia, 

District  Building,  14th  d  E  Streets,  N.W.,  Washington,  D.C. 
Gentlemen  :  We,  the  undersigned,  speaking  for  our  j&rms  and  organizations, 
remain  firmly  opposed  to  the  proposed  business  privilege  gross  receipts  tax  eon- 
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tained  in  the  first  reading  of  the  Revenue  Act  of  1975,  submitted  and  read  to  the 
^Uouneil  on  April  15. 

The  gross  receipts  tax  is  regressive  in  nature,  will  surely  be  passed  through 
in  the  form  of  higher  costs  to  consumers,  and  has  absolutely  no  relationship  to 
the  ability  of  firm  to  pay.  No  witnesses  from  outside  government  supported  such 
a  tax  in  three  days  of  hearings  before  the  Finance  and  Revenue  Committee. 

Acting  as  responsible  members  of  the  community,  the  undersigned  have  decided 
to  suggest  an  additional  alternative  as  a  substitute  for  the  gross  receipts  tax. 
This  approach  still  offers  potential  damage  to  our  economy,  but  is  less  onerous 
than  gross  receipts,  since  it  does  relate  to  a  firm's  ability  to  pay.  We  are  confident 
that  our  support  is  shared  by  hundreds  of  private  businesses  and  citizens  in  this 
CJity  ....  time,  however,  did  not  allow  us  to  secure  further  supporters.  The 

elements  of  this  alternative  are  as  follows : 

Yield  in 
Milliona 

1.  Permanently  increase  corporate  income  tax  rate  to  9  percent $3. 2 

2.  Apply  a  new  1-year  only  surtax  at  3  percent  on  corporate  income 9.  6 

5.  Permanently  increase  unincorporated  business  franchise  tax  to  9  per- 
cent    .  5 

4.  Apply  a  new  1-year  only  surtax  at  3  percent  on  unincorporated  business 

franchise  income 1.  5 

5.  Professionals  included  in  unincoriwrated  business  category,  not  to  exceed 

1  percent  of  gross 7.  5 

Total 22.  3 

•City  to  establish  a  1  percent  Metro  tax,  in  addition  to  proposed  4  percent 
sales  tax,  or  restore  the  general  sales  tax  to  its  existing  5  percent 
level    15. 2 

Total 37. 5 

This  method  places  on  corporate  income,  for  one  year,  a  corporate  rate  of 
12%.  In  these  troubled  times  of  our  economy,  this  50%  increase  in  the  corporate 
income  tax  rate  is  inconsistent  with  the  national  administration.  It  does,  there- 
fore, represent  an  extremely  bold  and  responsible  move  by  the  business  com- 
munity to  aid  and  assist  in  this  first  year  of  self-government. 

The  undersigned  are  willing  to  support  this  3%  surtax  for  one  year,  and 
one  year  only.  This  12%  rate  puts  us  dramatically  out  of  line  with  neighboring 
communities  in  Virginia  and  Maryland.  Permanent  adoption  of  this  rate,  beyond 
one  year,  in  our  opinion,  would  be  devastating  to  the  future  development  of  small 
and  large  businesses  within  the  City.  Should  the  City  attempt  to  retain  this  tax 
beyond  the  first  year,  the  undersigned  and  others  will  vigorously  oppose  such  an 
action.  This  method  requires,  further,  action  by  the  City  to  establish  a  tax  for 
spiralling  Metro  costs,  earmaking  such  revenues  for  these  expenses.  The  balance 
between  the  anticipated  $37.5  million  and  the  projected  gross  receipts  revenue  of 
$41.7  million  can  be  closed  by  modifications  of  other  sections  in  the  Revenue  Act, 
or  by  adoption  of  alternatives  presented  during  Council  hearings.  Such  alterna- 
tives include  increased  enforcement  of  parking  violations,  doubling  rates  for 
parking  fines,  intensification  of  collection  of  delinquent  tax  returns,  etc. 

During  the  upcoming  year,  the  City  must  make  every  effort  to  continue  decreas- 
ing the  cost  of  government  by  establishing  realistic  employment  and  service  levels, 
compatible  with  the  needs  of  the  citizens  of  this  community.  The  severe  revenue 
needs  of  the  City,  as  projected  beyond  1976,  indicate  the  City  must  make  every 
effort  to  provide  a  climate  in  which  business  can  develop  in  order  to  provide 
meaningful  jobs  for  City  residents  and  broaden  the  Taw  base.  We  further  sup- 
port the  proposed  establishment  of  a  Tax  Revision  Commission  to  begin  review 
and  revision  of  our  tax  structure.  The  objective  of  this  Commission  should  be  to 
develop  a  system  which  is  progressive  and  equitable  for  all  citizens  and 
businesses. 

Actions  by  this  government  must  be  assessed  fully,  in  the  light  of  their 
economic  impact  on  current  and  future  revenues  of  the  nation's  capital.  Such 
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actions  will  require  difficult  decision-making,  but  become  imperative  as  we  look 
toward  the  financial  health  of  this  City.  Economic  growth  must  have  a  firm  com- 
mitment from  the  City  government,  so  the  alternative,  such  as  we  are  suggesting, 
and  unrealistic  taxes,  such  as  gross  receipts,  never  become  issues  within  this 
City  again. 

William  Dalton,  Chairman,  Washington  Area  Broadcasters  Associa- 
tion ;  James  J.  Daly,  Vice  President,  The  Washington  Star ;  Jack 
Deere,  Overseas  Travel,  Inc. ;  James  L.  Denson,  Executive  Vice 
President,  D.C.  Chamber  of  Commerce ;  Thomas  A.  Hays,  Chair- 
man of  the  Board,  The  Hecht  Co. ;  Leonard  E.  Hickman,  Executive 
Vice  President,  Hotel  Association  of  Washington,  D.C. ;  Edwin  K. 
Hoffman,  President,  Woodward  &  Lothrop ;  Andrew  W.  Johnson, 
Executive  Vice  President,  Washington,  D.C.  Area  Trucking  Asso- 
ciation ;  Robert  T.  Kaufman,  President,  Ex-Speed-Ite  Service, 
Inc. ;  George  P.  Kelly,  President,  Garfinckel's ;  Mortimer  C.  Lebo- 
witz.  President,  Morton's ;  John  Martin,  Executive  Vice  President, 
Kann's  Corp. ;  Mark  J.  Meagher,  Executive  Vice  President  &  Gen- 
eral Manager,  The  "Vfashington  Post ;  Maurice  J.  Murphy,  Execu- 
tive Vice  President,  Automotive  Trade  Association,  National 
Capital  Area;  Frank  H.  Rich,  President,  Rich's  Shoe  Stores; 
Foster  Shannon,  President,  Shannon  &  Luchs ;  James  W.  Shields, 
President,  Judd  &  Detweiler,  Inc. ;  S.  M.  Sisk,  President,  Printing 
Industry  of  Washington. 


Council  of  the  District  of  Columbia, 

Washington,  D.C,  August  15, 1975. 
Mr.  Robert  Harris, 

Staff  Director,  Senate  Committee  on  the  District  of  ColumMa,  Room  6222,  Dirksen 
Senate  Office  Building,  Washington,  D.C. 

Dear  Mr.  Harris  :  As  you  requested  in  our  meeting  of  August  11,  1975,  the 
following  is  a  chronology  of  the  Revenue  Act  of  1975,  specifically  as  it  relates  to 
your  primary  concern,  the  tax  on  professionals. 

March  6,  1975.  In  anticipation  of  receipt  of  Mayor's  tax  package,  the  Council 
Committee  on  Finance  and  Revenue  distributed  notices  for  public  hearings  (see 
Attachment  "A")  to  be  held  on  revenue  matters  March  18,  April  3  and  4,  1975. 
The  notices  were  mailed  out  to  a  large  number  of  groups  and  individuals  (see 
mailing  list.  Attachment  "B"),  including  the  D.C.  Bar  Association  and  other  pro- 
fessionals. The  public  notice  was  also  published  in  the  D.C.  Register,  which  is 
read  to  a  greater  degree  by  professionals  (particularly  attorneys)  than  by  most 
other  groups.  The  public  notice  clearly  stated  that  we  were  to  receive  testimony 
not  merely  on  the  Mayor's  tax  proposal,  but  on  "new  and  alternative  methods  of 
raising  revenue  for  the  District  of  Columbia"  as  well. 

March  10, 1975.  On  this  date,  the  Mayor  submitted  his  proposed  tax  package  to 
the  Council.  Relative  to  professionals'  taxation,  the  Mayor  proposed  a  1%  tax 
on  professionals'  gross  receipts  (after  a  $26,000  or  10%  gross  receipts  exemption). 
The  Mayor  did  not  propose,  at  this  time,  to  remove  the  special  exclusion  of  pro- 
fessionals from  paying  the  unincorporated  business  franchise  tax. 

March  18,  April  3,  and  April  4, 1975.  Public  hearings  on  Mayoral-proposed  and 
other  potential  components  of  the  District's  FY  76  tax  package  were  held  on 
March  18,  April  3,  and  April  4, 1975.  A  transcript  of  those  hearings  was  forwarded 
to  you  earlier.  During  the  more  than  30  hours  of  public  hearings,  the  Committee 
heard  from  77  public  witnesses,  representing  a  wide  variety  of  neighborhood 
associations,  business  and  professional,  consumer,  environmental  and  social 
action  groups. 

Relative  to  the  concern  expressed,  by  some  professionals,  that  the  views  of 
professionals  were  not  received  during  the  hearings,  attached  is  relevant  testi- 
mony from  professional  organizations. 

Attachment  "C",  pp.  649-660  of  the  hearings  record,  is  the  testimony  of  Roger 
C.  Ohlrich,  Chairman  of  the  Taxation  Committee  of  the  Bar  Association  of  the 
District  of  Columbia.  Mr.  Ohlrich  reiterated  the  Bar  Association's  opposition  to 
the  removal  of  the  special  exclusion  of  professionals  from  paying  the  unincor- 
porated business  tax.  Additionally,  while  not  opposing  the  imposition  of  a  1% 
gross  receipts  tax  on  professionals,  the  Bar  Association  did  note  that  the  gross 
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receipts  tax  would  have  "some  of  the  inherent  unfairness  of  the  tax  on  unincor- 
porated businesses."  Namely,  it  would  apply  to  the  self-employed  and  "not  to  wage- 
earners.  Further,  it  would  "discriminate  against  non-residents,"  since  Maryland 
and  Virginia  residents  would  not  be  permitted  to  take  a  tax  credit  for  payment 
of  such  District  taxes  when  computing  their  state  taxes.  Additionally  (in  contrast 
to  the  unincorporated  business  tax),  professionals  would  have  to  pay  the  tax 
whether  or  not  they  made  a  profit  during  the  tax  year. 

Attachment  "D"  is  the  testimony  of  Mr.  George  Hartman,  President  of  the 
Washington  Metropolitan  Chapter  of  the  American  Institute  of  Architects.  Mr. 
Hartman  categorically  opposed  the  gross  receipts  tax  on  professionals,  stating 
that  it  would  "deal  Washington  architects  an  irretrievable  blow."  The  tax  would 
place  D.C.  arcliitects  "in  a  non-competitive  position  with  those  architects  prac- 
ticing in  Maryland  and  Virginia."  He  added  that  "an  increase  in  exodus  of 
architects"  out  of  the  District  could  be  expected  if  the  gross  receipts  tax  were 
imposed. 

Attachment  "E"  is  the  testimony  of  Bernard  Yanowitz,  D.D.S.,  President  of 
the  D.C.  Dental  Society.  The  Dental  Society  voted  to  oppose  the  gross  receipts 
tax  "vigorously."  Dr.  Yanowitz  stated  that  the  Society  was  "genuinely  fearful" 
that  imposition  of  a  gross  receipts  tax  on  professionals  would  "finally  persuade 
a  number  of  their  members  that  the  time  has  come  to  move  their  practices  to 
other  jurisdictions."  He  added  that,  "The  general  philosophy  of  a  Gross  Receipts 
Tax  is  repugnant  to  the  dental  profession"  since  the  tax  is  based  on  gross  and  not 
net  income.  He  noted  that  in  the  dental  profession,  "overhead  exceeds  50%  [of 
gross]  and  is  climbing." 

Attachment  "F"  is  the  testimony  of  Dr.  William  H.  Cooper,  President  of  the 
Medical  Society  of  D.C,  Dr.  Thomas  Curtin,  the  President-Elect,  and  Mr.  Franc 
Ferraccio,  Executive  Director  of  the  Society.  The  Medical  Society  opposed  the 
gross  receipts  tax  on  professionals.  They  stated  that  such  a  tax  is  "frought  with 
inequalities"  and  "inhibits  competition  and  discourages  the  establishment  of 
business  and  professional  practices  in  the  city."  The  gross  receipts  tax,  they 
stated,  would  "further  aggrevate  the  movement  of  practicing  physicians  to  the 
suburbs"  and  would  "discourage  young  physicians  from  establishing  new  prac- 
tices" in  the  District. 

April  15,  1975.  After  Committee  on  Finance  and  Revenue  meetings  of  April  5 
and  April  9,  1975,  the  Committee  submitted  to  the  full  City  Council  a  proposed 
Revenue  Act  for  first  reading  on  April  15,  1975.  The  Council  adopted  the  Com- 
mittee recommendations  fully. 

This  proposed  Revenue  Act  contained  a  number  of  changes  from  the  Mayor's 
proposal,  as  can  be  seen  from  the  Committee  Report  forwarded  to  you  earlier. 
However,  the  professionals'  tax  remained  as  originally  proposed  by  the  Mayor — 
a  1%  tax  on  gross  receipts.  InsuflScient  alternatives  to  this  tax  had  been  de- 
veloped by  April  15  to  permit  substitution  of  that  tax  with  some  other  tax  on 
professionals.  It  should  also  be  noted  that  the  Committee  and  Council  by  this 
time  had  concluded  that  professionals  thus  far  have  not  borne  a  fair  share  of  the 
tax  burden,  and  therefore  this  tax  could  not  be  dropped  altogether. 

Maij  16,  1975.  On  this  date,  we  received  a  proposal  from  several  D.C.  business 
people,  suggesting  a  way  to  replace  the  gross  receipts  tax  with  other  kinds  of 
business  taxes.  One  of  these  proposed  taxes  was  removal  of  the  exclusion  of 
professionals  from  paying  the  unincorporated  business  franchise  tax.  This  sug- 
gestion was  evaluated  thoroughly,  with  informal,  lengthy  discussions  held  with 
several  economists  and  tax  attorneys  who  testified  earlier,  and  it  was  found  to 
be  worthy  of  support.  We  indicated  publicly  our  intention  to  replace  the  gross 
receipts  tax  with  these  other  forms  of  taxation,  and  such  intention  was  widely 
reported  upon  in  the  local  press. 

Additionally,  we  requested  Ken  Back,  Director  of  the  D.C.  Department  of 
Finance  and  Revenue,  to  advise  us  as  to  the  desirability  of  implementing  the  1% 
to  2%  of  gross  receipts  "cap"  on  the  unincorporated  business  tax,  which  also  was 
suggested  by  local  business  people.  Mr.  Back  advised  against  implementing  the 
"cap,"  stating  that  it  would  not  be  prudent  to  mix  a  gross  tax  concept  in  with 
a  net  tax.  (We  were  subsequently  advised  by  Corporation  Counsel  that  such  an 
approach  would  also  have  serious  legal  problems.)  We  concurred  in  his  recom- 
mendation. Mr.  Back  indicated  that  such  a  tax  would  raise  about  $6  million  to 
$8  million  in  FY  76. 

June  5,  1975.  In  its  meeting  of  June  5,  1975,  the  Committee  formally  voted  to 
abandon  the  gross  receipts  tax  and  replace  it  with  other  business  taxes,  among 
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which  was  the  removal  of  the  exclusion  of  professionals  from  paying  the  unin- 
corporated business  franchise  tax.  At  the  time,  the  "salary  allowance*'  (the 
amount  of  salary  paid  out  of  net  income  to  owners/partners  of  the  firm  and  there- 
fore excluded  from  the  tax)  remained  at  20%  of  taxable  net  income. 

June  10,  1975.  In  a  new  first  reading  on  June  10,  1975,  the  full  Council  sup- 
ported the  Committee  on  Finance  and  Revenue  in  all  of  its  recommendations. 

June  24i  1975,  The  Council  approved  the  Revenue  Act  at  second  reading,  with 
minor  technical  adjustments  which  were  unrelated  to  the  professionals'  tax.  Be- 
cause the  Council  learned,  subsequently,  that  further  technical  adjustments  were 
to  be  needed,  an  amended  second  reading  was  held  at  a  later  date  (July  11, 1975). 

June  30,  1975.  Intensive  interest  in  the  tax  on  professionals  surfaced  in  the 
professional  community  shortly  after  the  June  24  second  reading.  All  during  the 
time  of  the  new  first  reading  and  second  reading  of  the  Revenue  Act,  the  Com- 
mittee and  staff  had  been  working  with  groups  (other  than  "professionals") 
having  legitimate  complaints  about  the  potential  negative  impact  of  the  Revenue 
Act  on  their  interests.  Laundry  linen  rental  firms  and  vending  machine  firms  were 
examples  of  such  groups.  However,  despite  publication  of  the  proposed  Act  in 
the  D.C.  Register  and  excellent  press  coverage  of  proposed  revisions,  professionals 
did  not  come  to  us  until  after  tax  policies  had  been  approved  by  the  Council. 

Nonetheless,  on  June  30,  1975,  Ed  Meyers,  the  Committee  Staff  Director,  and 
several  representatives  of  the  Department  of  Finance  and  Revenue,  met  with 
professionals'  representatives  to  listen  to  complaints  about  the  tax  and  to  explore 
additional  alternatives. 

In  attendance :  Roger  C.  Ohlrich  and  David  N.  Webster  of  the  Bar  Association 
of  the  District  of  Columbia ;  Samuel  H.  Black  and  Daniel  A.  Rezneck  of  the 
D.C.  Bar ;  John  B.  Jones,  Jr.,  and  Robert  E.  O'Malley  of  Covington  and  Burling ; 
Jerome  B.  Libin  of  Sutherland,  Asbill  and  Brennan ;  John  J.  Yurow  and  Charles 
B.  Rutenberg  of  Arent,  Fox,  Kitner,  Plotkin  and  Kahn ;  Leo  Ehrig,  Carol  Meyers, 
Ray  Maltagliati  and  John  Kissinger  of  the  D.C.  Department  of  Finance  and 
Revenue,  and  Ed  Meyers  of  the  City  Counsel  staff. 

The  professionals'  representatives  explained  in  some  detail  their  problems 
with  the  tax,  questioned  revenue  estimates,  and  noted  potential  alternative 
approaches.  Ed  Meyers  explained  Council  reasoning  in  arriving  at  the  tax  on 
professionals,  and  Department  of  Finance  and  Revenue  oflScials  explained  their 
revenue  estimates.  The  Department  oflScials  agreed  to  re-check  revenue  estimates, 
while  Ed  Meyers  agreed  to  investigate  the  problems  which  professionals'  repre- 
sentatives stated  were  associated  with  the  tax,  and  explore,  at  the  request  of 
Committee  members,  potential  alternatives  to  the  tax  design. 

July  8, 1975.  On  this  date,  I  formally  requested  a  review  by  the  Department  of 
Finance  and  Revenue  of  the  revenue  estimate  for  the  professionals'  tax.  Depart- 
ment of  Finance  and  Revenue  officials  explained  that  the  previous  $6  million 
to  $8  million  estimate  had  been  provided  at  Council  request  on  extremely  short 
notice,  along  with  a  number  of  other  revenue  estimates.  A  thorough  rebuilding 
of  the  estimate,  this  time  going  back  to  raw  data,  subsequently  revealed  on 
July  18,  1975,  that  the  estimate  of  including  professionals  in  the  unincorporated 
business  tax  would  be  $21  million  at  a  20%  salary  allowance,  $10  million  at  a 
50%  salary  allowance,  and  $8  million  at  a  55%  salary  allowance. 

Julp  8,  1975.  Also  on  this  date,  I  met  in  my  office  with  several  attorneys  who 
were  leading  the  drive  to  obtain  tax  modifications  for  professionals. 

In  attendance:  John  B.  Jones,  Covington  and  Burling  and  member  of  the 
D.C.  Bar  Steering  Committee ;  Jerome  B.  Libin  of  Sutherland,  Asbill  and  Bren- 
nan and  member  of  the  D.C.  Bar  Steering  Committee;  Bob  Washington  and 
Wayne  Johnson  of  Danzansky  and  Dickey ;  Bill  Cook  from  the  D.C.  Department 
of  Finance  and  Revenue;  Richard  Aguglia  of  the  D.C.  Corporation  Counsel's 
office;  Ivanhoe  Donaldson  of  my  staff  and  Ed  Meyers  of  the  Committee  staff; 
and  myself. 

We  listened  at  length  to  complaints  about  the  tax  design,  and  we  indicated 
that  we  were  requesting  a  review  of  revenue  estimates.  Further,  we  discussed 
with  the  attorneys  alternative  tax  designs  and  indicated  that  the  alternatives 
would  be  investigated  further. 

July  11,  1975.  The  Revenue  Act  of  1975  was  passed  bv  Council  in  amended 
second  reading,  including  further  technical  adjustments  not  related  to  profes- 
sionals taxation.  Please  refer  to  the  Committee  Report  for  further  details. 

July  Ui,  1975.  On  this  date,  based  on  information  gained  in  earlier  meetings 
with  professionals  and  also  based  on  informal  lengthy  discussions  held  by  staff 
members  and  me  with  other  economists  and  tax  experts  both  inside  and  outside 
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the  professional  community,  we  requested  an  evaluation  of  potential  alternative 
tax  designs  for  the  professionals'  tax.  (See  Attachment  "G.") 

July  21,  1975.  On  this  date,  we  held  an  internal  District  government  meeting, 
with  members  of  Corporation  Counsel,  Department  of  Finance  and  Revenue,  the 
Mayor's  oflSce,  Committee  staff  and  me  present,  to  discuss  the  alternatives  open 
to  us.  Corporation  Counsel  indicated  that  they  had  serious  problems,  from  a  legal 
standpoint,  with  two  of  the  alternatives  being  considered:  a  1^%  of  gross  re- 
ceipts "cap"  and  a  straight  1%  gross  receipts  tax  which  applies  only  on  profes- 
sionals. These  potential  legal  problems  left  salary  allowance  adjustments  as  the 
only  legally  feasible  alternative.  Corporation  Counsel's  confirming  memo  is 
attached  as  Attachment  "H." 

July  21  and  July  22,  1915.  The  Finance  and  Revenue  Committee  meetings  on 
these  two  dates,  in  an  unorthodox  move,  were  thrown  open  for  comment  and 
thorough  discussion  between  Committe  members  and  professionals'  representa- 
tives. 

In  attendance :  Committee  members  A.  Dixon,  D.  Moore,  P.  Shackleton,  J.  Wil- 
son, and  myself;  John  B.  Jones,  Jr.,  and  Robert  E.  O'Malley  of  Covington  and 
Burling;  Samuel  H.  Black  and  Jerome  B.  Libin  of  the  D.C.  Bar  Steering  Com- 
mittee ;  Wayne  K.  Johnson,  D.C.  Bar ;  Roger  C.  Ohlrich,  Bar  Association  of  the 
District ;  Walter  Rockier,  D.C.  Bar ;  Harold  J.  Heltler,  D.C.  Bar ;  John  McLough- 
lin  of  Ruckelhaus,  Beveredge,  Fairbanks  and  Diamond;  Wayne  Whitney  of 
Grove,  Jaskiewiez,  Gilliam  and  Cobert;  John  J.  Smith  of  McKenna,  Wilkinson 
and  Kittner ;  B.  Rodriguez  of  Cole,  Zylstra  and  Raywid ;  Naomi  C.  Glass  of  the 
D.C.  League  of  Women  Voters ;  Edward  T.  Stevenson  of  the  Metropolitan  Wash- 
ington Board  of  Trade;  Henry  Wixon  and  Richard  Aguglia  representing  the 
Corporation  Counsel ;  Bill  Cook  and  Carol  Meyers,  Department  of  Finance  and 
Revenue;  Chauncey  Williams  of  the  Mayor's  oflSce;  Virginia  Lojacono,  Ed 
Meyers,  Estrellita  Jones,  and  Clarene  Martin,  City  Council  staff. 

These  two  meetings  were  devoted  exclusively  to  discussing,  and  ultimately 
voting  upon,  a  new  tax  design  on  the  professional  tax.  The  various  alternatives 
were  once  again  discussed  thoroughly,  including  the  legal  problems  associated 
with  each  alternative.  Acting  on  advice  from  Corporation  Counsel  that  salary 
allowance  adjustments  would  be  the  most  legally  feasible  means  of  lessening  the 
tax  burden  on  professionals,  various  levels  were  proposed.  Over  the  course  of 
the  two  days,  the  proposed  salary  allowance  figure  rose  from  its  initial  level  of 
20%  to  45%  to  50%  and  then,  finally,  to  55%. 

You  are  welcome  to  listen  to  tape  recordings  of  these  meetings,  and  all  other 
Committee  and  Counsel  meetings,  in  the  Counsel  oflSces. 

July  22,  1975.  In  its  legislative  session  of  this  date,  after  considerable  discus- 
sion the  full  City  Council  voted  to  support  the  Finance  and  Revenue  Committee 
in  its  recommendation  that  the  salary  allowance  figure  be  increased  to  55%.  A 
Committee  Report  on  this  action  was  forwarded  to  you  earlier. 

In  addition  to  the  above  actions,  an  enormous  number  of  phone  calls,  telegrams 
and  letters  were  received  by  Committee  members  and  staff  on  the  professionals' 
tax.  In  addition  to  individual  professionals  the  following  professional  groups  sub- 
mitted letters  to  my  office  requesting  revisions  in  this  tax : 

The  Bar  Association  of  the  District  of  Columbia. 

The  District  of  Columbia  Bar. 

The  D.C.  Institute  of  Certified  Public  Accountants. 

D.C.  Professional  Council. 

Association  of  Federal  Communications  Consulting  Engineers. 

Professional  Associates  of  the  Psychiatric  Institute. 

American  Academy  of  Pediatrics. 

D.C.  Medical  Society. 

D.C.  Hospital  Association. 

Consulting  Engineers  Council  of  Metropolitan  Washington. 

George  Washington  University  Medical  Center. 

Washington  Psychoanalytic  Society. 
"Each  letter  received  a  thorough  evaluation  by  me  and  by  staff  members. 
As  you  can  see,  our  actions  on  the  professionals'  tax  were  not  casual  actions 
in  any  way.  Our  decisions  were  reached  with  great  care  and  sensitivity  to  the 
needs  of  professionals,  balanced  against  the  equal  need  to  assure  that  this  group 
must  contribute  their  fair  share  of  local  tax  revenues  relative  to  the  amount  of 
taxes  paid  by  other  unincori)orated  and  incorporated  businesses.  No  other  tax 
in  the  tax  package  has  received  as  much  of  my  attention  or  the  Committee  staff's 
attention.  Moreover,  no  other  tax  in  the  FY  76  tax  package  has  been  discussed 
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as  thoroughly  with  the  potential  payers  of  the  tax  as  has  heen  this  ta»x  on  pro- 
fessionals. I  think  this  is  obvious  from  the  above  summary  of  Committee  actions. 

Also  attached  (as  Attachment  "I")  is  an  article  in  the  August,  1975  Board  of 
Trade  News,  which  further  indicates  that  the  potential  payers  of  the  tax  were 
given  ample  opportunity  to  comment.  The  article  states  that,  "The  matter  of  pro- 
fessional taxation  was  considered  in  a  number  of  continuing  sessions,  and  lawyers 
and  others  participated  in  committee  meetings  when  that  tax  alone  was  the  sub- 
ject of  discussions." 

As  I  indicated  earlier  to  you  in  my  August  6,  1975  letter  on  this  same  subject, 
I  would  urge  that  the  emphasis  on  "tax  relief"  not  be  on  professionals,  but  rather 
on  the  elderly,  the  low  and  moderate  income,  and  others  who  cannot  afford  to 
carry  the  tax  burden.  Nonetheless,  I  hoi)e  you  find  the  above  discussion  useful 
to  you. 

Sincerely, 

Marion  Barry, 
Chairperson  Committee  on  Finance  and  Revenue. 

Attachments. 


Government  of  the  District  of  Columbia, 

Office  of  the  Corporation  Counsel, 

Washington,  D.C,  Septembers,  1975. 
Memorandum  to :  Mayor  Walter  E.  Washington. 
From  :  C.  Francis  Murphy,  Corporation  Counsel,  D.C. 
In  Re :  Section  605  of  the  Revenue  Act  of  1975. 

You  have  requested  my  opinion  as  to  the  validity  of  Section  605  of  the  Revenue 
Act  of  1975  which  has  the  effect  of  imposing  the  unincorporated  business  fran- 
chise tax  on  previously  exempted  business  entities. 

In  the  first  instance,  I  have  reviewed  the  procedure  associated  with  the  enact- 
ment of  the  Revenue  Act  of  1975  as  set  forth  in  the  August  15,  1975  letter  to  Mr. 
Robert  Harris,  Staff  Director  of  the  Senate  Committee  on  the  District  of  Co- 
lumbia, from  Councilmember  Marion  Barry,  and  have  also  reviewed  all  pertinent 
publications  in  the  District  of  Columbia  Register.  As  a  result  of  such  review,  it 
is  my  opinion  that  section  605  was  adopted  in  compliance  with  applicable  law. 

Apart  from  procedural  aspects,  in  order  to  determine  the  validity  of  section 
G05  it  is  necessary  to  consider  whether  said  legislation  is  in  derogation  of  the  Con- 
stitution or  the  Home  Rule  Act.  For  the  reasons  set  forth  below,  I  conclude  that 
the  legislation  is  valid. 

On  .luly  16, 1947,  Congress  approved  Public  Law  80-195,  known  as  the  "District 
of  Columbia  Revenue  Act  of  1947".  Title  VIII  of  article  I  of  that  Act  imposed 
a  tax  on  unincorporated  businesses  for  the  privilege  of  carrying  on  or  engaging 
in  trade  or  business  within  the  District  and  for  the  privilege  of  receiving  income 
from  sources  within  the  District.  The  purpose  of  the  unincorporated  business 
tax,  as  stated  by  Section  8-1  (b)  of  the  Regulations  of  the  Government  of  the 
District  of  Columbia,  promulgated  August  28, 1947,  was  to : 

"...  impose  a  tax  upon  all  business  income  which  would  be  subject  to  the 
corporation  franchise  tax,  if  incorporated,  regardlses  of  whether  the  business  is 
carried  on  by  an  individual,  by  a  partnership,  or  by  some  other  unincorporated 
entity." 

In  defining  the  term  "unincorporated  business",  however,  certain  trades  or 
businesses  were  excluded  by  Section  1  of  Title  VIII  as  follows : 

"The  words  'unincorporated  business'  do  not  include  any  trade  or  business 
which  by  law,  customs  or  ethics  cannot  be  incorporated  or  any  trade  or  business 
in  which  more  than  80  per  centum  of  the  gross  income  is  derived  from  the  personal 
services  actually  rendered  by  the  individual  or  members  of  the  partnership  or 
other  entity  in  the  conducting  or  carrying  on  of  any  trade  or  business  and  in 
which  capital  is  not  a  material  income  producing  factor." 

Section  CO.")  of  the  Revenue  Act  of  1975,  strikes  the  presently  existing  exclusion- 
ary language  of  Section  1  of  Title  VIII  as  it  applies  to  professionals  and  imposes 
upon  them  the  unincorporated  business  franchise  tax  at  the  rates  described  in 
section  004. 
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It  is  significant  to  note  that  the  definition  of  an  unincorporated  business  adopted 
by  the  District  in  1947  was  modeled  after  a  similar  New  York  City  statute^ 
Section  703  of  the  New  York  City  Act  provided  that : 

**(c)  Professions.— The  practice  of  law,  medicine,  dentistry  or  architecture, 
and  the  practice  of  any  other  profession  in  which  capital  is  not  a  material  income 
producing  factor  and  in  which  more  than  eighty  per  centum  of  the  unincorporated 
business  gross  income  for  the  taxable  year  is  derived  from  personal  services 
actually  rendered  by  the  individual  or  the  members  of  the  partnership  or  other 
entity,  shall  not  be  deemed  an  unincorporated  business." 

Effective  June  30, 1971  and  applicable  to  all  taxable  years  beginning  on  or  after 
January  1, 1971,  however,  section  703(c)  was  repealed  and  professionals  were  in- 
cluded in  the  definition  of  an  unincorporated  business  for  purposes  of  the  New- 
York  City  unincorporated  business  income  tax.  The  repeal  of  the  exemption  in 
New  York  City  ^  was  challenged  as  imconstitutional  in  the  case  of  Shapiro  v.  Th^ 
City  of  New  York,  32  N.Y.  2d  96,  343  N.Y.S.  2d  323  (Mar.  22,  1973,  affirming 
Supreme  Court,  Special  Term,  Kings  County ;  appeal  dismissed  for  want  of  a  sub- 
stantial federal  question,  U.S.  Supreme  Court,  Oct.  9,  1973).  In  Shapiro,  Chief 
Justice  Fuld  held  that  New  York  City's  Local  Law  36  of  1971,  which  extended  the 
tax  imposed  under  the  City's  Unincorporated  Business  Income  Tax  Law  to  pre- 
viously exempted  self-employed  professionals,  was  constitutional  and  that  the 
repeal  of  the  exemption,  like  the  grant  of  the  exemption,  was  subject  to  legisla- 
tive policy. 

In  view  of  the  similarity  of  New  York  City's  exemption  of  professionals  from 
unincorporated  business  taxe^,  and  the  repeal  of  that  exemption  as  upheld  in 
Shapiro,  I  have  concluded  that  the  repeal  of  the  professional  exemption  as 
described  in  Section  605  of  the  Revenue  Act  of  1975  is  constitutional. 

My  conclusion  is  further  bolstered  by  the  fact  that  in  1971  professionals 
became  "legally  free"  to  incorporate  under  the  applicable  provisions  of  Title  29 
of  the  D.C.  Code.  Any  inequity  in  imposing  an  unincorporated  business  franchise 
tax  on  professionals  who  could  not  incorporate  because  of  "customs,  laws,  or 
ethics",  has,  therefore,  been  negated. 

Moreover,  the  imposition  of  the  unincorporated  business  franchise  tax  on 
professionals  is  not  violative  of  the  Home  Rule  Act.  Under  Section  602(a)  (5) 
of  that  Act,  the  Council  shall  not  have  the  authority  to  "impose  any  tax  on 
the  whole  or  any  iwrtion  of  the  personal  income  *  *  *  of  any  individual  not  a 
resident  of  the  District  *  *  *." 

The  unincorporated  business  franchise  tax  has  long  been  levied  on  trades  or 
businesses  for  the  privilege  of  doing  business  in  the  District,  regardless  of  the 
residence  of  their  owners  or  members.  Its  imposition,  in  fact,  was  held  not  to  be 
upon  the  income  of  the  individuals  owning  the  business  by  the  Court  of  Appeals 
in  Maryland  in  Gardella  v.  Comptroller  of  the  State  of  Maryland,  130  A.2d  752 
(1957).  As  Judge  Prescott  stated : 

We  think,  however,  this  legislative  designation  [as  a  franchise  tax]  is 
fully  justified  as  the  tax  is  imposed  on  the  privilege  of  carrying  on  and 
engaging  in  a  trade  or  business  in  the  District  of  Columbia  and  of  receiving 
Income  from  source  within  said  District,  and  is  placed  upon  the  unincor- 
porated entity  and  not  upon  the  individuals  composing  that  entity. 

Although  the  tax  is  imposed  "upon  the  taxable  income"  of  the  unincor- 
porated business  and  individual  residents  of  the  District,  who  are  members 
of  an  unincorporated  business,  are  i)ermitted  a  reduction  on  their  individual 
income  taxes  for  payments  made  of  the  unincorporaed  business  tax,  it  is 
still  not  an  income  tax.  (Brackets  mine) 
In  view  of  Gardella  and  the  history  of  the  unincorporated  business  tax,  I 
have  also  concluded  that  its  imposition  upon  professionals  is  not  invalid  under 
the  Home  Rule  Act. 


1  In  a  letter  dated  May  1,  1947  to  the  Honorable  George  J.  Bates.  F.S.  House  of 
Representatives,  regarding  the  proposed  District  of  Columbia  Income  and  Franchise  Tax 
Act  of  1947,  Corporation  Counsel  Vernon  E.  West  stated  that :  "The  definition  of  'unincor- 
porated business'  contained  in  the  proposed  bill  was  modeled,  to  some  extent,  on  the 
definition  contained  in  the  New  York  City  statute  and  insofar  as  I  am  advised  the  defini- 
tion contained  in  the  New  York  Law  has  worked  satisfactorily." 

2  New  York  City  must  be  distinguished  from  New  York  State  which  has  not  repealed 
the  professional  exemption  from  unincorporated  business  taxes. 
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Mr.  Rees.  If  there  are  no  more  questions  from  members  I  would  like 
to  call  ilr.  John  Hechinger.  Will  the  panel  be  in  the  immediate  area 
imtil  noon  ? 

Mr.  CoppiE.  Yes. 

Mr.  Rees.  I  have  several  alternate  proposals  to  enter  in  the  record. 
These  alternatives,  either  separately  or  in  some  combination,  are 
possible  compromises  that  might  be  considered  by  the  City  Council. 

[The  material  referred  to  follows :] 

Alternatives  to  the  Pboposai^  for  Hearings  Submitted  by  District  of 
Columbia  Government 

(A)  Alternative  No.  1. — Raise  the  SALARY  ALLOWANCE  for  "personal 
services  businesses"  (professionals)  from  55%  (in  the  Council  bill  now)  to  65%; 
lower  the  SALARY  ALLOWANCE  for  "capital  intensive  businesses"  (shop- 
keepers) from  55%  (in  the  Council  bill  now)  to  30%. 

(B)  Alternative  No.  2. — A  l%-2%-of-gro88'receipt8  cap  (ceiling)  on  the 
UNINCORPORATED  BUSINESS  TAX. 

(C)  Alternative  No.  3. — A  combination  increase  of  2.2%  on  both  the  UNINCOR- 
PORATED BUSINESS  TAX  and  the  CORPORATE  INCOME  TAX  (both  of 
which  are  already  increased  4%  in  the  present  Council  bill). 

Mr.  Rees.  I  would  like  to  introduce  John  W.  Hecliinger,  former 
president  of  the  District  of  Columbia  Council  and  now  Democratic 
National  Committeeman  from  the  District  of  Columbia. 

I  understand  from  the  Post  financial  section  today  that  your  earn- 
ings increased  50  percent. 

Mr.  IIeciiixger.  Don't  tell  the  tax  man  behind  me,  please. 

STATEMENT  OF  JOHN  W.  HECHINGEE,  DEMOCRATIC  NATIONAL 
COMMITTEEMAN  FOR  THE  DISTRICT  OF  COLUMBIA,  AND  FORMER 
CHAIRMAN  OF  THE  DISTRICT  OF  COLUMBIA  CITY  COUNCIL 

Mr.  Heciiixger.  Chairman  Rees  and  distinguished  members  of  the 
subcommittee,  from  an  experience  based  on  years  of  testifying  before 
your  subcommittee  on  successive  budget  and  finance  matters,  let  me 
express  my  appreciation  for  the  time  that  you  are  required  to  take 
on  the  difficult  matter  of  financing  our  city  in  these  days  when  the 
urban  crisis  is  in  crisis — a  day  in  which  any  day  our  sister  city  of 
Xew  York  may  go  down  the  drain. 

It  is  hard  for  any  segment  of  a  community  to  cheerfully  support 
increases  in  taxes,  especially  if  those  increases  are  to  fall  directly  on 
the  segment  of  the  community  making  the  recommendation. 

But  there  must  be  a  measure  of  fair  play — there  must  be  a  measure 
of  willingness  to  share  the  burden.  I  respect  the  community  of  self- 
employed  professionals — lawyers,  accountants,  engineers,  doctors,  and 
dentists — and  as  a  fourth-generation  Washingtonian  and  business- 
man, my  firm — a  well  as  my  family — has  done  its  share  of  paying  to 
keep  them  very  solvent. 

Furthermore,  all  the  professionals  I  know  are  proud  to  work  in  our 
city,  and  many  have  contributed  countless  hours  of  pro  bono  work  to 
the  city  government  and  social  services,  regardless  of  the  fact  that  they 
may  live  in  our  neighboring  counties. 

Yot  wlien  they  are  asked  to  pay  a  fair  share  to  the  community  in 
wliich  thoy  earn  their  entire  livelihood,  they  go  bananas.  The  frantic 
lobbying  tliat  you  have  been  subjected  to  is  precisely  what  I  confrop4:ed 
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as  chairman  of  the  City  Council  in  1967,  1968,  and  1969  when  my 
Council  proposed  the  elimination  for  professionals  from  the  unincor- 
porated business  tax. 

Lawyers,  especially,  who  have  fought  side  by  side  with  us  to  gain 
home  rule  and  who  have  even  served  on  Common  Cause  and  National 
Presidential  Commission  on  the  Urban  Crisis,  go  bananas  on  this  issue. 

They  cannot  see  the  hypocrisy  of  conducting  this  lobbying  blitz  in 
opposition  to  the  tax  on  professionals. 

I  have  conferred  with  Councilman  Marion  Barry  and  his  staff ;  he 
is  chairman  of  the  City  Council's  Finance  and  Eevenue  Committee,  as 
you  know,  and  they  report  that  the  same  old  erroneous  arguments  are 
being  used  to  escape  their  fair  share  as  have  been  used  every  single 
year  to  defeat  this  eminently  fair  and  necessary  tax. 

With  help  from  the  staff,  I  would  like  to  review  these  erroneous 
and  in  some  cases  deceptive  arguments  of  theirs  point  by  point,  con- 
trasting them  with  the  City  Council  positions  of  fact. 

NATURE   OF  TAX   ON   PROFESSIONALS 

Lobbying  Fiction  No,  1 :  The  tax  on  professionals  is  a  new  tax. 

City  Council  Fact  No,  1 :  The  District  has  had  a  tax  on  all  unincor- 
porated business  since  1947.  The  rate  was  8  percent  on  net  business 
income  for  the  1974  tax  year,  is  scheduled  to  be  12  percent  for  the  1975 
tax  year,  and  9  percent  for  the  1976  tax  year.  These  rates  are  identical 
to  the  tax  rates  on  incorporated  business  income. 

Since  the  inception  of  the  unincorporated  business  franchise  tax. 
District  of  Columbia-based  professionals  have  been  specifically  ex- 
cluded from  paying  the  tax.  No  one  knows  for  sure  all  the  reasons  for 
such  special  treatment,  but  many  speculate  that  this  loophole  was 
granted  to  professionals  out  of  respect  for  their  awesome  political 
power  which  they  are  once  again  attempting  to  wield. 

Thus,  both  city-  and  suburban-residing  owners  of  small  unincor- 
porated grocery  stores,  plumbing  businesses,  shoe  repair  shops,  unin- 
corporated restaurants,  and  unincorporated  lumber  yards  have  been 
paying  this  tax  for  nearly  30  years. 

There  is  no  justifiable  reason  to  continue  this  special  loophole  for 
professionals.  Other  businesses  have  consistently  borne  the  burden 
of  paying  this  tax,  and  in  fact  have  literally  subsidized  the  profes- 
sionals. 

COMMUTER    TAX 

Lohhying  Fiction  No.  2 :  The  tax  on  professionals  is  a  "commuter 
tax,"  and  therefore  would  be  banned  by  the  Home  Rule  Charter. 
Others  recognize  that,  strictly  speaking,  it  is  not  a  commuter  tax, 
but  say  it  only  escapes  being  a  commuter  tax  by  virtue  of  some  minor 
legal  technicality.  I  am  sure  you  have  heard  dozens  of  accusations 
from  professionals  stating  the  tax  is  a  "thinly  veiled  commuter  tax." 

City  Council  Fact  No,  2:  A  "commuter  tax"  is  a  tax  on  the  income 
of  suburban-residing  people  who  work  in  the  District.  The  unincor- 
porated business  franchise  tax  is  not  a  tax  on  individuals'  incomes. 
It  is  a  tax  on  business  income  only. 

The  salaries  of  owners  and  partners  are  specifically  excluded  from 
tax  liability.  This  is  the  "salary  allowance"  which  has  been  20  percent 
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of  new  income,  but  which  has  been  increased  to  55  percent  for  the 
1975  tax  year. 

Individual  income  is  subject  to  the  District  of  Columbia  individual 
income  tax  only  if  the  owner,  partner  or  employee  lives  in  the  District; 
otherwise  such  income  is  taxed  in  the  State  of  residence. 

The  tax  on  professionals  is  not  a  commuter  tax,  just  as  the  unincor- 
porated business  franchise  tax  applicable  to  all  other  District  of 
Columbia-based  unincorporated  firms  is  not  a  commuter  tax  and  has 
not  been  since  its  inception  in  1947  and  just  as  the  corporate  income 
tax  is  not  a  commuter  tax. 

EXCESSIVE    TAX 

Lobbying  Fiction  No.  S:  Some  professionals  feel  that  the  tax  on 
professionals  is  an  "excessive  tax."  Some  have  even  gone  so  far  as  to 
say  the  Council  is  "out  to  get"  professionals. 

City  Council  Fact  No,  3:  The  tax  rate  on  professionals  is  scheduled 
to  be  the  same  as  on  all  other  unincorporated  and  incorporated  busi- 
nesses. Moreover,  a  major  step  has  been  taken  to  lessen  the  tax  burden 
with  the  recent  modification  raising  the  salary  allowance  to  55  percent. 

Frankly,  I  believe  the  tax  on  professionals  is  fully  justified,  even 
at  the  20  percent  salary  allowance  level.  The  20  percent  salary  allow- 
ance level  has  been  in  the  tax  codes  since  1949,  and  this  level  has 
applied  to  all  unincorporated  businesses  covered  by  the  tax  since  that 
date. 

Nonetheless,  a  compromise  was  reached  to  go  to  the  55  percent  level 
after  countless  hours  of  discussion  with  professionals.  Any  further 
compromise  beyond  this  point  would  simply  be  a  submission  to  the 
biggest  and  loudest  lobbying  blitz  of  the  year. 

COUNCIL    ACTION 

Lohhying  Fiction  No.  ^;  Some  professionals  say  that  adequate  pub- 
lic notice  was  not  given  prior  to  enacting  this  tax,  and  that  the 
Council  did  not  give  professionals  an  opportunity  to  be  heard  in 
reaching  the  decision. 

City  Council  Fact  No.  ^;  This  is  not  the  case  at  all.  I  understand 
that  there  is  a  nine-page  letter  to  Robert  Harris,  staff  director  of  this 
committee,  from  Marion  Barry,  dated  August  15,  1975,  which  docu- 
ments the  lengthy  and  detailed  w^ays  in  which  the  Council  worked 
directly  with  professionals  in  reaching  the  compromise  position. 

I  am  told  that  no  other  tax  in  the  fiscal  year  1976  package  has 
received  as  much  attention  as  has  this  tax  on  professionals.  Moreover, 
no  other  tax  in  the  tax  package  has  been  discussed  as  thoroughly  with 
the  potential  payers  of  the  tax  as  has  been  this  tax  on  professionals. 

In  contrast  with  the  conduct  of  the  professional  community,  which 
has  not  negotiated  an  acceptable  compromise  with  our  city  govern- 
ment but  is  reaching  over  the  Council's  head  to  you,  I  would  like  to 
cite  the  conduct  of  the  other  business  community  of  which  I  am  paii. 

Up  in  arms  about  a  proposed  gross  receipts  tax,  we  made  a  counter- 
proposal of  a  heavy  increase  in  the  business  income  tax  in  exchange 
for  elimination  of  the  Council's  proposal.  A  constructive  and  cooper- 
ative procedure. 
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I  warrant  you,  if  you  knuckle  under  to  pressure  of  the  professional 
lobby,  next  year  every  group  who  feels  themselves  misused  will  by- 
pass the  City  Council  and  be  on  your  doorstep. 

EFFECT   OF  TAX 

Ldbhying  Myth  No.  5:  Some  professionals  are  claiming  that  they 
will  leave  town  and  move  their  practices  to  the  suburbs  if  this  tax  is 
enacted. 

City  Council  Fact  No.  5:  It  is  certainly  true  that  any  increase  in 
any  tax  runs  the  risk  of  driving  a  fraction  of  the  taxpayers  to  the 
suburbs.  As  long  as  major  U.S.  cities  are  forced  to  shoulder  the  eco- 
nomic and  social  burdens  which  have  been  abandoned  to  them  by 
the  suburbs,  the  urban  tax  levels,  unfortunately,  must  rise. 

If  the  professionals  are  continued  to  be  granted  their  exclusion 
from  payment  of  this  tax,  then  the  taxes  on  other  business  would  have 
to  be  raised  even  higher  than  they  have  already  been  raised. 

Then  the  risk  of  driving  other  business  firms  out  of  the  city  and 
into  the  suburbs  would  rise  to  an  unacceptable  extent.  These  other 
firms  are  more  labor-intensive  than  professional  firms,  and  would 
therefore  harm  the  District  economy  more  severely  should  they  leave. 

The  risk  of  driving  firms  to  the  suburbs  can  be  minimized  by  assur- 
ing that  one  group  or  segment  of  the  community  pays  an  inequi- 
tably high  level  of  taxes. 

Actually,  because  of  the  prestige  factor  of  having  a  Washington, 
D.C.,  address,  and  because  of  the  need  to  be  located  in  proximity  to 
the  Federal  courts.  Federal  agencies,  and  regulatory  commissions,  the 
attorneys,  accountants,  engineers,  consultants,  and  other  similar  pro- 
fessional groups  are  less  likely  to  move  to  the  suburbs  because  of  a  tax 
increase  or  new  tax  than  would  other  interests  who  receive  tax  in- 
creases or  new  taxes. 

There  is  a  long  list  of  studies  in  the  tax  field  that  could  be  cited. 
These  studies  have  found  that  tax-rate  levels  are  distinctively  not  the 
primary  reason  in  the  relocation  decisions  of  business  and  professional 
firms. 

One  of  these  studies  that  I  commissioned  in  1968  by  Laslo  Ecker- 
Racz  says  as  follows : 

This  city's  business  is  government  and  the  services  for  which  government 
creates  a  demand.  The  city's  monopolistic  advantage,  the  specialty  it  brings  to 
the  market  place  is  the  by-product  of  its  exclusive  monopoly  as  the  Nation's 
Capital.  The  businesses,  organizations,  professional  men,  and  even  some  of  its 
residents  who  come  here  and  remain  here,  do  so  and  will  continue  to  do  in  in- 
creasing numbers  because  they  need  and  want  to  be  in  the  National  Capital  for 
business,  educational,  or  social  reasons,  with  little  more  than  a  passing  regard 
for  the  tax  levels  that  prevail  here.  The  answer  to  the  District's  revenue  prob- 
lem, to  the  extent  that  taxation  can  provide  the  answer,  lies  in  plugging  those 
gaps  in  the  tax  dikes  that  have  no  justification  in  tax  fairness  and  can  be  re- 
paired without  harming  the  activities  and  the  persons  that  man  those  activities 
and  the  persons  that  man  those  activities  brought  and  kep  here  by  the  business 
of  the  government. 

The  District  has  the  customary  complement  of  state  business  taxes :  the  cor- 
poration income  tax,  the  unincorporated  business  tax,  and  the  special  taxes  on 
public  utilities,  banks  and  insurance  companies.  The  objective  of  the  tax  on  un- 
incorporated business,  albeit  unrealized,  is  to  compensate  for  at  least  some  of  the 
income  tax  immunity  for  nonresidents  who  earn  income  in  the  District. 
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MARYIiAND  AND  VIRGINIA 

Lohhying  Fiction  No,  6 :  Some  professionals  use  the  argument  that 
the  District  should  not  include  professionals  in  the  unincorporated 
business  tax  because  Maryland  and  Virginia  do  not  give  their  residents 
credit  for  unincorporated  business  taxes  paid. 

City  Cowncil  Fact  No.  6:  The  District  cannot  be  held  responsible 
for  omissions  and  other  deficiencies  in  the  Maryland  and  Virginia  tax 
codes.  Professionals  could  effectively  utilize  their  lobbying  time  and 
expenses  on  the  Maryland  and  Virginia  legislative  bodies  so  that  they 
enact  legislation  giving  their  residents  a  tax  credit  for  unincorporated 
business  taxes  paid  by  their  residents  to  the  District. 

HOME  RULE 

Lobbying  Fiction  No.  7:  The  biggest  fiction  of  all  could  turn  out  to 
be  the  assertion  that  the  District  of  Columbia  really  has  home  rule, 
because  congressional  disapproval  of  the  tax  package  would  un- 
doubtedly cast  doubt  on  the  validity  of  the  claim  that  the  District  has, 
in  fact,  achieved  home  rule. 

Congressional  Fact  No.  7:  It  is  up  to  you.  I  am  confident  that  the 
Hill  will  be  respectful  of  the  District's  home  rule  status.  Home  rule 
must  be  a  reality,  not  a  myth. 

[At  this  point,  Mr.  Mazzoli  entered  the  hearing  room.] 

Mr.  Mazzoli.  I  want  to  thank  you,  and  if  it  meets  with  your  agree- 
ment, I  will  listen  while  you  ask  questions. 

Mr.  Eees.  Mr.  Hechinger  gave  my  viewpoint,  more  or  less.  One 
problem  does  worry  me.  I  believe  that  Congress  should  have  a  hands- 
off  policy  in  terms  of  what  the  District  is  doing,  but  I  am  bothered 
about  the  city's  tax  base. 

As  one  who  has  dealt  with  other  cities,  I  am  concerned  about  the  rent 
control  bill  passed  by  the  Council  that  limits  passthroughs  on  various 
expenses.  In  New  York  City,  it  has  led  to  the  abandonment  of  housing 
units  and  erosion  of  the  tax  base. 

comparative   taxes   in   the   district   of   COLUMBIA,    MARYLAND, 

AND   VIRGINIA 

The  home  rule  bill  states  that  the  District  taxes  must  be  more  or  less 
competitive  with  the  taxes  of  Maryland  and  Virginia  to  prevent  flight 
to  the  suburbs.  I  suspect  that  one  alternative  might  be  to  change  that 
part  of  the  home  rule  bill  that  limits  the  authorization  for  the  Federal 
payment  which,  I  think,  is  about  40  percent  of  general  revenues. 

It  might  be  a  good  idea  for  both  the  District  Committees  to  take 
another  look  at  the  District  of  Columbia  tax  structure  as  it  compares 
with  Maryland  and  Virginia,  and  to  examine  the  expenditures  of  the 
city  to  see  if  it  might  be  necessary  to  change  the  Federal  payment 
formula. 

This  professional  tax  might  make  the  District  a  bit  less  competitive. 
I  want  the  District  to  realize  that,  but  it  is  up  to  them  to  do  what  they 
wish.  I  am  concerned  about  the  problem  of  three  major  tax  bases  in 
the  same  area. 

Mr.  Mazzoli.  Mr.  Hechinger,  I  have  listened  with  interest  to  your 
myths  and  the  answers  to  them.  I  think  they  largely  reflect  my  personal 
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viewpoint.  It  seems  to  me  that  what  we  did  last  year  was  to  give  the 
City  Council  the  right  to  do  some  things,  including  perhaps  the  right 
to  make  some  errors  along  the  way.  We  in  the  Congress  have  been 
making  some  errors,  too. 

I  think  that  we  would  be  going  beyond  our  mandate,  and  I  think 
perhaps  doing  a  disservice  generally,  if  we  were  too  quickly  to  dis- 
approve an  action  of  City  Council.  An  action  taken  in  the  full  light 
of  day. 

It  seems  to  me  we  should  reverse  the  action  if  there  is  an  unconsti- 
tutional act  here.  In  your  judgment,  as  one  with  extensive  contact  with 
city  government  over  the  years,  do  you  think  this  is  an  unconstitutional 
act  by  the  city  government  ? 

Mr.  ItECHiNGER.  Well,  Congressman  Mazzoli,  I  base  my  judgment, 
not  as  an  attorney,  on  the  fact  that  the  Congress  has  always  been  alert 
to  the  imposition  of  commuter  tax  whether  or  not  it  had  been  written 
into  the  law  for  the  first  time  in  this  recent  act. 

The  fact  is  that  since  1947,  there  has  been  an  unincorporated  business 
tax.  Any  barber,  any  kind  of  business  that  is  here,  including  com- 
pletely service  business — a  dance  studio  or  something  like  that — if  it  is 
unincorporated  and  that  particular  owner  lives  in  the  suburbs,  then 
he  pays  the  unincorporated  tax. 

Therefore,  it  would  appear  that  an  unincorporated  business  tax  is 
not  judged  by  that  or  that  loophole,  should  there  be  one,  would  have 
been  plugged.  Therefore,  the  logic  that  commuter  tax  on  personal  in- 
come is  not  a  personal  income  tax  prevails  and  therefore  it  is  not 
unconstitutional. 

COUNCIL  ACTION 

Mr.  Mazzoli.  [presiding].  Does  this  action  taken  by  City  Council 
exceed  the  authority  they  possess  imder  home  rule  ? 

Mr.  H^CHiNGER.  It  does  not  because  it  does  not  trespass  on  that  por- 
tion of  the  bill  which  sajrs  there  shall  be  no  commuter  tax. 

Mr.  Mazzoli.  Does  this  action  taken  by  City  Council  impinge  in  any 
deleterious  fashion  the  federal  interest  on  the  national  interest  that 
might  exist  here  in  this  community  ? 

Mr.  Hechinger.  Absolutely  not. 

Mr.  Mazzoli.  If  I  gather  from  your  statements  correctly,  you  feel 
that  the  tax  is  not  unconstitutional ;  nor  does  it  exceed  the  powers  of 
the  City  Council,  nor  does  it  create  a  problem  with  the  federal  interest. 
The  reason  we  are  here  is  because  of  the  intense  lobbying  clout  of  those 
who  currently  enjoy  the  1947  exemption. 

Mr.  Hechinger.  Exactly. 

Mr.  Mazzoli.  Mr.  McKiimey? 

TAX  experience  IN   OTHER   CITIES 

Mr.  McKiNNEY.  Thank  you  for  your  time  and  your  very  lucid 
testimony. 

As  a  neighbor  of  New  York  City,  I  have  seen,  as  I  said  earlier,  37 
percent  of  Fortune's  500  top  businesses  leave  the  city  of  New  York 
and  move  into  my  area.  What  disturbs  me  about  this  tax  is — ^that  it  is 
counterproductive.  I  have  some  figures  that  I  have  received  from  New 
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York  as  to  the  number  of  jobs  lost  in  urban  areas  due  to  the  increase  in 
various  types  of  taxes. 

It  seems  to  be  prevalent  throughout  the  country  that  while  taxes  do 
not  basically  affect  a  business  or  an  organization  looking  for  a  specific 
location  within  the  megalopolis,  they  do  affect  in  which  part  of  that 
area  they  settle  down. 

We  really  have  no  way  of  knowing.  But,  what  we  have  seen  would 
tend  to  show  that  within  that  metropolitan  area,  there  is  a  draina^. 
One  of  the  other  things  that  bothers  me  is  this  area  is  so  unique  in 
that  it  is  so  small. 

EFFECT   OF  TAX 

For  instance,  the  driving  time  for  a  lawyer  to  move  from  Crystal 
City  to  Capitol  Hill  to  lobby  one  of  us  is  probably  less  than  the  driving 
time  from  19th  and  K  to  Capitol  Hill. 

Added  to  that  is  the  factor  of  supplying  parking  spaces  at  great 
expense  in  downtown  Washington  when  parking  spaces  in  Arlington 
and  Crystal  City  are  free  with  a  lease ;  higher  per  square  foot  rental 
costs  and  in  general  higher  salaries  to  staff.  All  of  these,  when  added  to 
a  tax  burden,  add  just  one  more  reason  for  the  professional  to  locate  in 
the  suburbs. 

This  is  the  part  of  this  act  I  cannot  see.  I  think  that  what  Wash- 
ington has  been  struggling  to  do  is  to  build  its  tax  base,  which  is 
difficult  enough,  rather  than  see  it  diminish.  One  of  the  greatest  weak- 
nesses of  this  tax  is  the  fact  that  Virginia  and  Maryland  will  not 
recognize  it. 

What  is  going  to  happen  to  the  base?  If  it  does  not  diminish, 
is  it  ever  going  to  grow. 

Mr.  Hechinger.  That  is  a  very  excellent  rundown  of  the  plight  of 
all  cities,  all  major  metropolital  areas  and  cities.  I  would  just  like  to 
point  out,  though,  that  in  what  you  said,  there  are  so  many  ingredi- 
ents for  people  moving. 

The  tax  ahnost  comes  as  a  very  last  point.  In  other  words,  for  ex- 
ample, people  moving  to  Connecticut  are  doing  so  because  they  have 
decided  to  have  in  part.  Park  Lake  offices.  Allied  Chemical  moved  out 
of  New  York  to  New  Jersey  not  because  of  the  tax — it  might  have  been 
a  small  factor — but  they  have  built  a  campus  like  setting. 

That  is  one  reason.  The  labor  supply  and  such  things  as  you  said 
about  the  commuting  time  as  between  their  residences  and  their  work 
which  has  changed  patterns  with  suburbia  and  all  the  things  that  you 
said  about  the  parking  and  so  forth. 

So,  the  city  as  a  taxing  entity  cannot  give  away  its  only  birthright 
of  taxing  to  the  parking  people  who  keep  raising  the  taxes  and  chasing 
people  out  of  town.  They  have  got  to  get  their  portion. 

Insofar  as  the  Maryland  and  Virginia  laws,  I  am  not  sure,  but  we 
liave  got  tax  folks  behind  us  that  can  answer  it,  but  I  believe  Mary- 
land and  Virginia  have  reciprocal  tax  arrangements  with  other  States. 

Maryland  has  one  with  Delaware,  as  I  recall.  In  other  words,  if  you 
had  a  situation  like  this  between  Maryland  and  Delaware,  you  would 
get  a  deduction  from  the  Marshland  tax.  If  you  were  a  businessman  in 
Delaware,  and  you  were  taxed  there  and  live  in  Maryland,  you  would 
get  a  deduction. 
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There  are  all  sorts  of  compacts  like  that  that  these  very  States  have. 
They  do  not  have  them  with  the  District,  not  because  it  is  unfair  be- 
cause of  the  other  relationship,  but  because  it  has  been  protected  by 
Congress. 

Mr.  Mazzoli.  The  gentleman's  time  has  expired. 

Does  counsel  have  any  foUowup  he  wishes? 

Mr.  Christian.  Not  at  this  time. 

Mr.  Mazzoli.  I  would  just  make  one  observation  at  this  point.  I 
would  suggest  that  when  a  lawyer  is  going  to  be  doing  some  influence 
work  on  Capitol  Hill,  I  would  think  it  shows  well  on  his  stationery 
to  be  listed  in  Washington,  D.C.,  and  not  Alexandria  or  Arlington  or 
Rossyln.  Thank  you  very^  much,  Mr.  Hechinger. 

The  gentleman,  Mr.  AVilliam  H.  Forst,  who  is  the  State  tax  com- 
missioner of  Virginia. 

STATEMENT  OF  W.  H.  FORST,  STATE  TAX  COMMISSIONER,  THE 
VIRGINIA  DEPARTMENT  OP  TAXATION 

Mr.  FoRST.  Mr.  Chairman,  on  August  20,  1975,  I  received  a  letter 
from  you  requesting  that  I  appear  before  your  Subcommittee  on 
Fiscal  Affairs,  Committee  on  the  District  of  Columbia,  ''to  submit  for 
the  hearing  record  a  citation  and  explanation  of  the  section  of  the  State 
tax  code  or  appellate  decision  that  prohibits  Virginia  residents  from 
taking  this  tax  payment  as  a  tax  credit  or  deduction  on  their  personal 
income  tax  returns.  Also  indicate  any  diflSlculties  that  you  would  fore- 
see in  removing  such  prohibitions." 

Attached  to  my  presentation  is  a  copy  of  a  Virginia  Department  of 
Taxation  rule  date  January  1,  1973,  "Credit  for  Income  Taxes  Paid 
Other  States  by  Individuals ;  When  Allowed  by  Virginia  and  When 
Not  Allowed  by  Virginia  for  the  Taxable  (Income)  Year  1972." 

Section  (D)  (3)  relates  to  the  District  of  Columbia  on  unincorpo- 
rated business  franchise  tax. 

Mr.  Mazzoli.  Your  full  statement  and  attachment  will  be  made  a 
part  of  the  record.  (For  further  submission  by  Mr.  Forst,  see  p.  515) 

[The  document  referred  to  follows:] 

Statement  by  W.  H.  Fobst,  State  Tax  Commissioneb  op  Vibginia  Depabtment 

OF  Taxation 

Mr.  Chairman,  on  August  20,  1975,  I  received  a  letter  from  you  requesting  that 
I  appear  before  your  Subcommittee  on  Fiscal  Affairs,  Committee  on  the  District 
of  Columbia,  "to  submit  for  the  hearing  record  a  citation  and  explanation  of  the 
section  of  the  state  tax  code  or  appelate  decision  that  prohibits  Virginia  resi- 
dents from  taking  this  tax  payment  as  a  tax  credit  or  deduction  on  their  per- 
sonal income  tax  returns.  Also  indicate  any  diflaculties  that  you  would  foresee 
in  removing  such  prohibitions." 

Attached  to  my  presentation  is  a  copy  of  a  Virginia  Department  of  Taxation 
rule  dated  January  1,  1973,  "Credit  For  Income  Taxes  Paid  Other  States  by 
Individuals ;  When  Allowed  by  Virginia  and  When  Not  Allowed  by  Virginia  for 
the  Taxable  (Income)  Year  1972."  Section  (D),  (3)  relates  to  the  District  of 
Columbia  on  unincorporated  business  franchise  tax.  The  section  states : 

This  tax  is  not  an  income  tax.  This  was  the  holding  of  the  Court  of 
Appeals  of  Maryland  in  a  case  involving  a  section  of  the  Maryland  income 
tax  law  corresponding  to  Section  58-103  of  the  Code  of  Virginia.  (Garden a 
et  ux.  V.  Comptroller,  (1957),  213  Md.  1,  130  A.  2d  752.)  Inasmuch  as  the 
District  unincorporated  business  franchise  tax  is  not  an  income  tax,  Sec- 
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tion  5S-151.015  of  the  Code  of  Virginia,  on  credit  for  income  tax  paid 
another  State  by  a  resident  individual  of  this  State,  is  not  applicable. 

This  explains  the  position  Virginia  takes  in  disallowing  a  tax  credit  for  the 
unincorporated  business  "franchise  tax"  of  the  District  of  Columbia.  As  you 
are  aware,  the  District  of  Columbia  Revenue  Act  of  1975  contains  provisions 
that  would  include  the  personal  income  of  professional  enterprises  in  the  Dis- 
trict's unincorporated  business  tax  base.  Since  many  of  the  professionals  who 
would  be  affected  by  this  proposal  are  residents  of  Virginia,  adoption  of  this 
amendment  would  have  significant  implications  for  Virginia. 

In  addition  to  creating  a  hardship  for  taxpayers,  we  think  that  this  proposal 
represents  a  backdoor  attempt  by  the  District  to  tax  Virginia  residents  who 
work  in  the  District  in  direct  contradiction  to  P.L.  93-198,  Section  602  (a)  (5). 
This  section  deals  specifically  with  Federal  limitations  on  the  authority  of  the 
D.C.  Council.  This  section  provides  that  the  council  shall  have  no  authority  to 
pass  any  act  to  ".  .  .  impose  any  tax  on  the  whole  or  any  portion  of  the  personal 
income,  either  directly  or  at  the  source  thereof,  of  any  individual  not  a  resident 
of  the  District  .  .  .  ."  (Emphasis  added).  This  section  does  not  restrict  the  impo- 
sition of  just  a  reciprocal  income  tax  on  such  personal  income  of  an  individual, 
it  prohibits  the  imposition  of  any  tax,  including,  in  my  opinion,  a  franchise  tax 
on  the  personal  income  of  an  individual  not  a  resident  of  the  District. 

On  June  29,  1971,  four  presentations  were  made  by  individuals  representing 
the  Commonwealth  of  Virginia  in  testimony  before  the  Committee  on  the  District 
of  Columbia,  United  States  House  Representatives,  on  the  reciprocal  income 
tax  proposal  of  the  District  of  Columbia.  I  have  attached  a  copy  of  these  com- 
ments to  this  presentation  for  your  information.  As  a  result  of  this  testimony  and 
the  testimony  of  other  State  representatives  and  individuals,  congress  decided 
to  deny  the  District  the  right  to  levy  the  reciprocal  income  tax.  When  Congress 
enacted  P.L.  93-198,  it  reinforced  that  position  by  the  specific  limitation  that 
I  have  mentioned  earlier.  Virginia  sees  this  new  subtle  attempt  to  tax  the  net 
income  of  Virginia  residents  as  an  act  directly  in  confiict  with  congressional 
mandates  and  federal  law.  ^ 

EFFECT    OF   TAX 

Now  to  comment  on  the  second  request  that  you  made  of  me,  Mr.  Chairman, 
concerning  difiiculties  that  I  might  foresee  in  removing  the  prohibition  from 
allowing  Virginians  to  treat  this  tax  as  a  tax  credit.  The  personnel  of  the  de- 
partment's research  staff  have  worked  with  the  District's  personnel  to  estimate 
the  potential  impact  of  this  bill.  We  feel  that  to  extend  the  credit  to  franchise 
taxes  paid  by  the  additional  individuals  covered  by  this  tax  would  amount  to  a 
$1  million  annual  revenue  loss  to  the  Commonwealth  of  Virginia.  The  Maryland 
case  that  I  cited  to  you  earlier  in  this  presentation  involved  the  partnership 
income  of  an  individual  and  the  franchise  tax  paid  by  such  partnership.  If 
Virginia  were  to  extend  the  tax  credit  to  his  franchise  tax,  we  have  no  way  to 
estimate  how  much  additional  revenue  would  be  lost  by  the  deduction  such  in- 
dividuals will  take  that  are  currently  paying  the  unincorporated  business  tax 
and  not  getting  the  tax  credit. 

As  you  are  aware,  this  additional  tax  on  the  personal  income  of  professionals 
couM  be  claimed  as  a  business  expense  for  Federal  income  tax  puri>oses  since 
Virginia  conforms  to  the  Federal  deductions  in  this  area.  This  subtraction  would 
also  be  allowed  when  computing  Virginia  taxable  income.  Of  the  estimated  $2 
million  additional  taxes  that  these  individuals  would  be  paying  to  the  District, 
the  deduction  would  reduce  Virginia  revenues  $100,000. 

In  summary,  we  oppose  the  provisions  of  Section  605  of  the  District  of  Colum- 
bia Revenue  Act  of  1975  for  three  reasons.  First,  Virginia  believes  that  it  is  in 
direct  violation  of  limitations  placed  upon  the  council  by  Section  602  of  P.L.  93- 
108.  Second,  the  proposed  tax  on  professional  income  represents  a  threat  to  the 
Vire:inia  income  tax  base  in  Northern  Virginia,  for  it  is  an  indirect  method  of 
taxing  income  that  could  easily  spread  to  other  kinds  of  income.  Third,  the 
tax  represents  a  substantial  increase  in  the  tax  liability  of  the  individuals 
affected,  which,  if  it  were  to  spread  to  other  sectors,  could  create  substantial  op- 
position to  future  attempts  by  Virginia  or  its  localities  to  raise  taxes  in  order 
to  provide  needed  services. 

Mr.  Chairman,  I  thank  you  for  the  opportunity  to  appear  before  your  Subcom- 
niitteo  nnd  hor>e  that  after  reviewing  the  current  federal  law  you  and  the  full 
romniittpe  would  vote  to  disapprove  this  section  of  the  District  of  Columbia 
Revenue  Act  of  1975. 
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Comments  by  the  Commonwealth  of  Virginia  on  the  District  op  Colxticbia 
Recipbocaj.  Income  Tax  Proposal 

[Testimony  presented  to  the  Committee  on  the  District  of  Columbia,  U.S.  House 
of  Representatives,  on  June  29,  1971] 

General  Comments^ 

INTRODUCTION 

We  are  before  you  this  morning  to  express  the  opposition  of  the  Commonwealth 
of  Virginia  to  the  District  of  Columbia  reciprocal  income  tax  proposal.  Governor 
Holton  regrets  that  he  is  unable  to  be  here.  Both  he  and  the  General  Assembly, 
which  expressed  itself  in  House  Joint  Resolution  No.  64,  are  unanimous  ia  their 
view  that  Virginia  residents  should  not  be  subjected  to  the  D.C.  income  tax.  Our 
comments  are  divided  into  two  general  topics.  First,  we  snail  discuss  the  po- 
tential fiscal  impact  of  the  proiK>sal  on  the  Commonwealth.  Second,  we  shall 
present  information  on  the  types  and  levels  of  services  that  the  Commonwealth 
provides  in  Northern  Virginia.^  Making  the  presentations  on  services  will  be  Dr. 
Dana  B.  Hamel,  Chancellor  of  the  Community  College  System,  who  will  speak 
on  educational  services,  Mr.  Otis  L.  Brown,  Director  of  the  Department  of  Wel- 
fare and  Institutions,  who  will  talk  about  services  in  the  human  resources  area, 
and  Mr.  Douglas  B.  Fugate,  Commissioner  of  Highways,  who  will  discuss  serv- 
ices in  the  transportation  field.  To  assist  in  the  answering  of  any  questions  that 
you  might  have  are  Mr.  Walter  W.  Craigie,  State  Treasurer,  Mr.  William  H, 
.  Forst,  State  Tax  Commissioner,  Mr.  John  R.  McCutcheon,  Director  of  the  Di- 
vision of  the  Budget,  and  Dr.  John  L.  Knapp,  and  Mr.  Barry  E.  Lipman,  who  are, 
respectively.  Chief  and  Research  Economist  of  the  OflSce  of  Research  and  In- 
formation in  the  Division  of  State  Planning  and  Community  Affairs. 

FISCAL   IMPACT 

Virginia  operates  on  a  biennial  budget  and  is  about  to  enter  the  second  fiscal 
year  of  the  present  biennium.  For  fiscal  year  1971-72  over  $900  million  in  gen- 
eral fund  monies  were  appropriated  by  its  1970  General  Assembly.  Any  addi- 
tional revenues  that  might  become  available  have  also  been  appropriated  to 
meet  various  pressing  needs.  In  brief,  Virginia  will  be  operating  on  a  tight 
budget  in  the  coming  fiscal  year. 

Yet  the  District  of  Columbia  estimates  that  the  reciprocal  income  tax  would 
cause  a  net  revenue  loss  to  Virginia  in  fiscal  year  1971-72  of  about  $17  millioHu 
This  loss  would  affect  the  largest  and  most  rapidly  growing  source  of  general 
fund  revenue,  the  individual  income  tax.  In  recent  years,  individual  injcome  tax 
receipts  have  constituted  about  40  percent  of  general  fund  revenue  and  liave 
been  growing  1.7  percent  for  each  1  percent  increase  in  personal  income. 

We  are  convinced  that  the  District's  estimate  of  a  $17  million  lo:ss  is  too  low. 
The  estimate  is  based  on  tax  revenue  generated  in  calendar  year  1971,  since 
the  tax  would  be  retroactive  to  January  1,  1971.  However,  the  estimate  does  not 
account  for  revenue  produced  in  the  last  half  of  fiscal  year  1971-72,  (January, 
1972  through  June,  1972)  which  alone  would  increase  Virginia's  loss  by  about 
50  percent.  In  other  words,  the  state  would  lose  18  months  worth  of  revenue  in 
a  12-month  period.  Moreover,  the  estimate  does  not  appear  to  snflSciently  ac- 
count for  the  large  number  of  upper  middle  and  upper  income  people  who  re- 
side in  Virginia  and  work  in  the  District.  It  is  well  known  that  Northern 
Virginia  is  the  most  affluent  region  of  the  state  and  that  its  taxpayers  pay  a 
disproportionately  large  share  of  individual  income  tax  receipts.  Our  estiniate.s 
show  that  after  accounting  for  this  factor  that  the  revenue  loss  to  Virginia  in 
fiscal  year  1971-72  could  be  as  much  as  $35  million. 

In  the  1972-74  biennium  we  estimate  that  this  loss  would  grow  to  between 
$50  and  $60  million.  At  the  same  time  the  state  could  be  facing  grave  fi.scal 
problems.  A  report  recently  presented  to  a  legislative  commission  studying  Vir- 
ginia's fiscal  outlook  stated  that  to  continue  providing  present  types  of  services 
with  only  modest  improvements  in  the  scope  and  quality  of  these  services  would 


1  Statement  by  Mr.  T.  Edward  Temple,  Commissioner  of  Administration,  Commonwealth 
of  Vlrglnin. 

2  We  deflne  the  Northern  Virginia  region  as  Arlington,  Fairfax,  Loudoun,  and  Prince 
William  Counties  and  Alexandria,  Fairfax  and  Falls  Church  Cities, 
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I'esiilt  In  a  $3Sl  million  general  fiind  revenue  gap  or  deficit.  I  should  emphasize 
the  word  "modest,"  for  the  report  showed  that  this  could  well  be  a  low  figure. 
Governor  Holton  in  his  recent  testimony  in  behalf  of  revenue  sharing  before 
the  Senate  Subcommittee  on  Intergovernmental  Relations,  explained  the  fiscal 
problems  facing  Virginia  in  the  coming  biennium.  He  was  asking  for  aid  to  the 
state — not  a  dissolution  of  its  tax  base. 

So  far  we  have  only  discussed  the  potential  loss  to  the  state.  Individual  tax- 
payers would  bear  an  additional  burden.  They  would  receive  a  credit  for  Dis- 
trict taxes  paid  up  to  the  amount  of  their  Virginia  tax  liability.  Because  the 
D.C.  tax  for  those  in  the  upper  middle  and  upper  income  brackets  would  be 
greater  than  their  Virginia  tax,  they  would  have  to  pay  more  than  at  present, 
and  their  incomes  would  decline.  Moreover,  Virginia  residents  would  also  have 
to  file  two  returns,  one  to  Virginia  and  one  to  D.C.  This  increase  in  individual 
burden  could  affect  the  ability  of  Northern  Virginia  localities  to  continue  financ- 
ing their  outlays.  In  fiscal  year  1971-72,  they  will  finance  $428  million  in  expen- 
ditures from  their  own  sources,  about  one-half  of  which  will  be  for  education. 
.Their  major  source  of  revenues  are  property  taxes,  and  five  of  the  seven  locali- 
ties will  be  forced  to  raise  them  to  balance  their  budgets.  If  many  of  these  res- 
idents are  subjected  to  an  income  tax  increase,  the  localities  could  face  substantial 
opposition  to  future  attempts  to  raise  taxes. 

The  Commonwealth  does,  of  course,  understand  the  problems  facing  the  Dis- 
trict of  Columbia.  They  are  problems  besetting  central  cities  across  Virginia  and 
the  nation — a  changing  population  that  demands  an  ever  higher  level  of  serv- 
ices, inflation,  a  shrinking  tax  base,  and  a  heavy  reliance  on  taxes  that  do  not 
respond  well  to  economic  growth.  The  result  is  that  for  fiscal  year  1971-72  the 
District  has  had  to  prepare  a  budget  without  significant  expansion  of  services 
or  new  programs,  yet  one  that  has  an  estimated  $90.3  million  deficit.  Although 
the  District  is  in  many  ways  similar  to  other  large  cities,  it  has  a  central, 
nuiique  feature.  It  is  the  nation's  capital.  Many  disadvantaged  persons  come 
here  because  it  is  the  federal  city.  Much  of  the  burden  placed  on  the  District's 
local  services  by  commuters  is  caused  ultimately  by  the  concentration  of  the 
federal  government,  for  the  primary  employers  in  the  metropolitan  area  are  the 
federal  agencies  and  organizations  dealing  with  the  national  government  that 
are  located  in  the  District.  The  District  must  also  meet  other  special  demands, 
well  documented  elsewhere,  that  are  placed  on  it  by  the  federal  presence.  Yet 
it  cannot  tax  the  federal  government  or  some  of  its  satellite  organizations.  At 
the  .same  time  what  happens  to  the  quality  of  all  municipal  services  in  the  Dis- 
trict is  a  matter  of  national  concern.  Virginia  recognizes  that  the  federal  gov- 
ernment makes  a  substantial  payment  to  the  District  to  account  for  these  and 
other  factors  and  thinks  that  additional  federal  aid,  either  through  an  increased 
direct  federal  payment  or  perhaps  through  a  revenue  sharing  formula*  is  the 
proper  way  to  assist  the  nation's  capital  solve  its  fiscal  problems. 

INTRODUCTORY  REMARKS  ON  SERVICES  PROVIDED  BY  THE  STATE  IN  NORTHERN  VIRGINIA 

The  District  maintains  that  it  should  have  power  to  tax  incomes  earned  in 
D.C.  by  residents  who  commute  from  nearby  Virginia  and  Maryland.  There  is 
no  legal  or  economic  argument  that  "proves"  this  would  be  more  equitable  than 
the  present  system.  In  fact,  since  the  bulk  of  governmental  services  used  by 
these  commuters  and  their  families  are  provided  by  governments  in  their 
home  states,  it  seems  logical  that  the  present  system  is  best,  considering  the 
alternatives. 

To  underline  the  importance  of  state  services  provided  in  Northern  Virginia, 
wo  shall  now  present  information  about  programs  in  education,  human  resources, 
and  transportation.  Before  getting  into  the  details,  four  points  should  be  made. 

First,  any  decline  in  general  fund  revenues  would  have  statewide  impact  on 
the  types  and  levels  of  services  that  the  Commonwealth  renders.  This  is  not  to 
say  that  entire  programs  would  be  abolished,  but  the  state  would  be  hard  pressed 
to  (^xpand  or  even  maintain  current  levels.  Particularly  affected  would  be  rapidly 
growing  regions,  such  as  Northern  Virginia,  that  require  a  faster  rate  of  ex- 
pansion in  the  level  of  services  than  do  others. 

Second,  although  the  initial  impact  of  the  proposal  would  be  on  the  general 
fund,  it  could  affect  the  ability  of  the  state  to  finance  all  types  of  programs. 
For  example,  it  could  result  in  pressure  to  release  state  Jiighway  revenue  for 


3  The  Nixon  proposal  would  mean  about  $17.2  million  for  the  District  in  fiscal  1971-71 
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general  fund  purposes,  which  if  done  could  postpone  meeting  the  public's  trans- 
portation needs. 

Third,  all  data  on  state  outlays  made  in  Northern  Virginia  are  somewhat  under- 
stated. No  attempt  has  been  made  to  apportion  central  administrative  costs  to 
the  area. 

Fourth,  we  recognize  that  not  all  Northern  Virginians  who  are  employed  com- 
mute to  jobs  in  the  District  of  Columbia.  Many  live  and  work  in  Virginia  and 
would  continue  paying  their  income  tax  to  Virginia.  However,  recent  estimates 
show  that  about  one-third  of  employed  Northern  Virginia  residents  commute  to 
D.C.,  and  we  consider  this  a  substantial  number. 

We  shall  now  hear  from  Dr.  Hamel,  Mr.  Brown,  and  Mr,  Fugate.  Following 
their  presentations,   I  will  provide  a  one-minute  recap  of  our  major  points. 

Education  Services* 

The  Northern  Virginia  area  we  are  discussing  today  is  the  fastest  growing  area 
in  the  Commonwealth.  Normal  services  to  state  residents,  including  elementary, 
secondary  and  higher  education,  must  be  provided  at  a  pace  in  excess  of  that 
found  elsewhere  in  Virginia. 

With  the  1970  Census  data  now  available,  the  population  figures  for  the  Com- 
monwealth and  its  subsections  are  well  known.  While  the  statewide  population 
curve  among  school  school  age  children  shows  a  "peaking"  effect  in  the  late 
1970's  and  then  a  downward  trend  for  several  years  thereafter,  this  does  not 
occur  in  Northern  Virginia,  largely  because  of  net  in-migration  and  the  current 
age  distribution  of  residents. 

Considering  high  school  age  population  (14-17)  of  Virginia,  the  number  of 
students  projected  statewide  are : 

1971   36ft,  700 

1976   383  500 

1981   357,  700 

Looking  now  at  the  Northern  Virginia  region  around  the  District  of  Columbia, 
figures  for  high  school  enrollment  are  projected : 

1971  74,  nOO 

1976  87, 100 

1981  89,  900 

One  can  observe  that  during  the  next  ten  years,  the  total  statewide  high  school 
enrollment  is  projected  to  drop  11,000  according  to  Census  data,  while  the  growth 
in  the  Northern  Virginia  area  during  the  same  period  is  projected  to  be  15,500. 
During  this  period  of  ten  years,  the  share  of  the  Commonwealth's  high  school 
students  in  Northern  Virginia  will  increase  from  20.2%  to  25.1%.  The  state  com- 
mitment to  this  educational  need  must  be  expanded  rapidly  during  the  decade 
ahead. 

Considering  now  the  college  age  population,  the  statewide  projections  show  the 
1970  level  of  18-24  year  olds  at  461  thousand,  growing  to  a  peak  of  672  thousand 
in  1981,  then  declining  to  644  thousand  by  1985.  Looking  specifically  at  Northern 
Virginia,  the  growth  curve  again  far  outstrips  the  statewide  averages.  The 
growth  rate  in  this  area  between  1960  and  1970  was  53.1%,  by  far  the  highest 
in  the  state.  Projections  for  the  18-24  year  olds  show  a  growth  from  114  thousand 
in  1970  to  a  peak  level  of  161  thousand  in  1984. 

In  order  to  meet  this  expanding  need  in  the  public  sector  for  education  nt 
all  levels,  significant  additional  state  tax  expenditures  will  be  mandatory  to 
provide  necessary  services  in  Northern  Virginia.  During  this  biennium,  state 
funds  in  the  amount  of  $151.5  million  are  being  spent  for  public  elementary  and 
secondary  schools  in  this  area,  while  $36.5  million  goes  for  public  higher  educa- 
tion expenditures.  Included  in  this  latter  figure  is  $18.3  million  in  support  costs 
per  student  for  Northern  Virginia  residents  in  state  colleges  outside  their  home 
region. 

During  the  1971-72  academic  and  fiscal  year,  we  estimate  the  state  support 
outlined  above  will  help  provide  educational  services  to  251,139  elementary  and 
secondary  students,  and  22,156  college  students,  both  within  and  outside  this 
region. 

To  diminish  the  tax  base  upon  which  these  essential  services  must  be  provided 
will  place  a  burden  upon  the  state  which  is  unfair  to  these  particular  citizens. 


*  Statement  made  hy  Dr.  Dana  B.  Hamel,  Chancellor,  Department  of  Community  Colleges. 
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HUMAN   EESOUECES    SERVICES'* 

Although  there  is  Federal  participation,  financially,  in  many  social  and  medical 
service  programs  that  are  rendered  in  the  Northern  Virginia  area,  State  support 
of  these  services  is  rather  substantial.  These  services  include  such  programs  as: 
Health  services,  including  the  Medicaid  program,  all  local  health  programs 
including  environmental,  chronic  disease  control,  maternal  and  child  health, 
and  crippled  children's  services,  etc. ; 
Mental  health  services  through  the  mental  health  clinics ; 
A  regional  mental  health  hospital  providing  both  day  care  as  well  as 
inpatient  and  outpatient  care  ; 

A  training  school  for  the  mentally  retarded  currently  being  constructed 
in  the  area ; 

Vocational  rehabilitation  and  other  services  for  the  visually  handicapped ; 
Public  assistance  programs ; 
Support  of  juvenile  courts  and  detention  homes ; 
Adult  probation  and  parole  services ;  and 
Financial  support  of  local  jail  and  correctional  facilities. 
In  1968-69,  in  excess  of  $13,000,000  of  State  funds  was  expended  in  the  North- 
ern Virginia  area  for  these  programs.  It  is  projected  that  for  the  next  fiscal  year 
State  funds  will  exceed  $22,000,000  for  these  programs  in  the  Northern  Virginia 
area. 

The  Commonwealth  of  Virginia,  in  its  efforts  to  provide  some  fiscal  relief  to 
localities,  is  committed  to  assuming  the  full  non-federal  cost  of  federally-aided 
public  assistance  categories  as  of  January,  1972,  and  the  General  Assembly  of 
Virginia  has  directed  that  a  study  be  made  for  full  State  funding  and  State 
administration  of  all  public  welfare  programs  in  the  State.  If  the  latter  should 
become  reality,  this  would  further  relieve  local  governments  of  the  fiscal  respon- 
sibility in  these  programs  in  the  amount  of  approximately  $4,000,000  annually. 
In  addition,  the  State  is  trying  to  encourage  community-based  programs  in  the 
area  of  mental  hygiene  and  in  the  area  of  juvenile  corrections  and  adult  correc- 
tional programs.  Therefore,  the  state  of  Virginia  will  be  providing  increasing  sup- 
port to  local  governments  throughout  the  State  in  these  areas.  The  Common- 
wealth's financial  commitment  to  the  local  community-based  programs  will 
increase. 

A  loss  of  total  revenue  to  the  State  not  only  will  adversely  affect  the  total  State 
commitment  in  this  area  but  would  possibly  slow  the  progress  of  the  State  in 
giving  to  localities  the  financial  assistance  they  need  in  developing  these  com- 
munity-based programs.  However,  if  the  State  is  faced  with  a  decreased  base 
of  taxation,  it  will  be  very  diflicult  to  maintain  the  existing  levels  of  service 
with  no  expansion. 

Transportation  and  Public  Safety  Services 
( r)ouglas  B.  Fugate,  State  Highway  Commissioner  of  Virginia) 

Virginia  is  one  of  the  few  states  which  relieves  the  counties  and  cities  of  the 
financial  burden  of  maintaining  their  streets  and  highways,  and  in  so  doing  we 
seek  to  provide  very  high  levels  of  service.  This  arrangement,  financed  by  road- 
user  taxes,  leaves  income  from  property  taxes  and  other  sources  to  finance  other 
services  of  government. 

The  great  population  growth  in  Northern  Virginia  in  recent  years  has  made 
it  exceedingly  diflScult  for  state  government  to  keep  abreast  of  the  needs,  and 
in  spite  of  oiir  best  efforts  the  highway  system  in  the  area  is  far  from  adequate. 
Expenditure  of  State  funds  alone  for  highways  in  this  region  for  the  current 
biennium  amount  to  approximately  $50  million. 

Indeed,  the  Northern  Virginia  area  has  the  most  critical  transportation  needs 
of  any  region  in  the  Commonwealth,  and  these  are  needs  that  increase  with 
each  passing  week. 

This  is  the  only  area  of  Virginia  in  which  a  rapid  rail  commuter  system  is 
feasible,  and  there  is  an  unquestioned  need  for  it  here.  Our  plans  for  a  section 
of  Interstate  66  are  being  coordinated  to  accommodate  Metro's  lines  and  pas- 
senger stations  in  the  median,  to  gain  what  we  consider  essential  joint  use  of 
this  high-value  transportation  corridor. 

The  exclusive  bus  lanes  on  the  Shirley  Highway  represented  the  first  instance 
in  the  United  States  in  which  lanes  of  an  interstate  route  had  been  set  aside 
for  the  sole  use  of  commuter  buses,  in  an  attempt — ^and  an  increasingly  success- 
ful one — to  relieve  peak  hour  traflftc  congestion. 

6  Statement  jriven  by  Otis  L.  Brown,  Director,  Virjdnia  Department  of  Welfare  and 
Institutions,  concerning  State  services  belne  rendered  in  the  field  of  social,  medical,  and 
rehabilitative  services  in  Northern  Virginia,  June  29,  1971. 
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While  we  continue  to  seek  means  like  these  of  gaining  the  maximum  people- 
carrying  capacity  from  existing  streets  and  highways,  it  is  evident  that  con- 
tinued improvements  are  critically  needed  on  the  system  in  this  region,  as  else- 
where. 

The  Federal  Government,  of  course,  has  a  rather  direct  interest  in  adequate 
mobility  for  its  thousands  of  employees  who  live  in  the  Northern  Virginia  sub- 
urbs and  work  in  the  District  of  Columbia,  and  for  the  military  and  other 
Federal  vehicles  that  travel  daily  on  the  streets  and  highways  in  Virginia. 

Those  of  us  at  the  State  level  are  fully  aware  of  our  obligation  to  see  that  this 
mobiliy  is  provided  effectively  for  all  highway  users. 

This  includes  providing  high  levels  of  maintenance,  a  function  financed  com- 
pletely, and  properly  so,  with  State  funds — ^prompt  and  efficient  snow  and  ice 
removal  to  permit  near-normal  traffic  movement  in  the  winter,  restoration  of 
high  quality  riding  surfaces  on  our  older  roads,  and  satisfactory  opera tjlon  of 
highway  facilities  generally. 

Because  of  their  desire  for  an  efficient  highway  system,  Virginians  have  readily 
accepted  the  tax  burden  required  to  support  such  a  system.  Of  Virginia's  $350 
million  highway  budget  for  the  current  year,  about  two-thirds  comes  from  State 
revenue  sources,  about  one-third  from  the  Federal  Highway  Trust  Fund. 

Our  concern  about  the  proposed  reciprocal  income  tax  plan,  quite  frankly,  is 
that  it  would  result  in  decreased  income  for  the  State's  general  fund.  And  this, 
in  turn,  may  well  lead  to  the  erosion  of  our  already  hard-pressed  transportation 
and  public  safety  budgets. 

There  have  been,  in  recent  months,  suggestions  that  State  highway  revenue 
be  used  to  help  finance  the  metro  system  in  the  Virginia  suburbs.  Undoubtedly, 
there  would  be  other  suggestions  to  use  this  revenue  for  public  needs  far  removed 
from  transportation,  if  a  reduction  developed  in  general  fund  revenues. 

Aside  from  direct  highway  expenditures  in  northern  Virginia,  the  Division  of 
Motor  Vehicles — which  administers  the  driver's  examination  and  licensing  pro- 
gram, among  other  assignments — ^has  important  operations  financed  completely 
with  highway  user  taxes.  In  the  present  biennium,  DMV  expenditures  in  this 
region  will  amount  to  more  than  $2  million. 

The  Highway  Safety  Division,  whose  principal  mission  is  to  encourage  in- 
creased traffic  safety  and  to  ensure  that  Virginia  is  in  compliance  with  Federal 
safety  standards,  derives  all  of  its  State  financial  support  from  the  highway 
budget. 

Operations  of  the  Department  of  State  Police  are  financed  largely  with  general 
fund  revenues,  and  represent  an  investment  of  $2^4  million  in  Northern  Virginia 
in  this  biennium.  Many  of  these  expenditures  for  public  safety  were  generated 
directly  by  the  proximity  of  Virginia  to  the  District.  For  instance,  a  State  police 
cost  of  $131,000  was  necessary  to  provide  additional  service  during  the  recent 
**May  Day"  demonstrations. 

The  general  fund  budget  also  includes  $1  million  for  a  general  aviation  air- 
port in  Fairfax  County,  and  there  are,  of  course,  additional  expenditures  in  this 
area  by  other  State  agencies  engaged  in  transportation  and  public  safety  services. 

All  of  them  are  conducting  their  operations  on  what  essentially  are  hold-the- 
line  budgets,  and  I  am  gravely  concerned  about  the  effects  that  a  reduction  in 
available  funding  either  for  the  highway  or  general  fund  budgets  would  have  on 
present  levels  of  public  service. 

The  financing  of  these  operations  is  no  different  from  that  of  State  governments 
generally,  of  most  local  governments  and,  indeed,  of  the  Federal  Government 
itself.  All  are  tightly  financed  on  limited  budgets,  and  all  are  faced  with  steadily 
increasing  demands  to  expand  and  provide  additional  services  to  the  public. 

While  the  reciprocal  income  tax  plan  would  substantially  help  one  locai 
government,  it  would  seriously  hamper  State  services  throughout  Virginia. 

We  look  with  very  deep  concern  upon  any  proposal  which  might  dilute  and 
diminish  the  already  inadequate  transportation  and  public  safety  services  pro- 
vided the  citizens  of  Virginia. 

SUMMARY 

This  morning  we  have  attempted  to  make  four  basic  points : 

(1)  The  cost  of  the  reciprocal  income  tax  proposal  to  Virginia  would  be 
greater  than  that  estimated  by  the  District. 

(2)   There  is  no  legal  and  economic  argument  that  "proves"  this  proposal 
would  be  more  equitable  than  the  present  system. 

(3)  If  the  proposal  were  adopted,  the  state  would  have  difficulty  expand- 
ing or  even  maintaining  current  levels  of  services  in  all  areas  of  the 
Commonwealth. 

(4)  The  District  of  Columbia  is  the  nation's  capital,  and  the  proper  way 
to  aid  the  District  is  an  increase  in  the  Federal  payment  financed  by  all  tax- 
payers in  the  nation. 
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Supporting  Documents 
house  joint  eesolution  no.  64 

Memorializing  the  Congress  of  the  United  States  and  certain  committees  thei'eof 
in  opposition  to  a  proposed  taw  plan  of  the  city  of  Washington,  D.C. 

(Offered  February  10, 1971 ) 

Patrons — Messrs.  Mann  and  Thomson. 

Referred  to  the  Committee  on  Finance. 

Whereas,  Washington,  the  seat  of  the  federal  government,  has  long  been  a 
beneficiary  of  the  income  and  revenues  produced  by  thousands  of  officials  and 
employees  who  work  in  said  city,  coming  thereto  from  both  the  states  of  Mary- 
land and  Virginia ;  and 

Whereas,  Virginia  has  been  most  fortunate  in  having  a  great  many  of  the 
most  capable  officials  and  employees  of  the  federal  government  maintain  a  resi- 
dence in  Virginia  from  which  they  go  to  Washington  in  the  course  of  their  duties 
and  in  having  the  revenues  of  both  the  local  and  State  governments  increased 
thereby ;  and 

Whereas,  notwithstanding  that  Washington,  D.C.  has  benefitted  financially 
as  well  as  in  other  ways  from  its  position  as  the  seat  of  the  national  government, 
yet  certain  officials  of  the  government  of  the  District  of  Columbia  are  proposing 
to  impose  a  "reciprocal  income  tax"  upon  those  whose  employment  requires  them 
to  be  in  Washington,  D.C,  which  step,  if  taken,  would  be  detrimental  to  the 
State  government  and  to  the  local  governments  in  the  Northern  Virginia  area; 
and 

Whereas,  it  is  proper  that  the  Congress  of  the  United  States  and  its  committees 
which  have  charge  of  the  affairs  of  the  District  of  Columbia  should  be  advised 
of  the  ill-considered  step  which  the  District  of  Columbia  government  proposes 
to  take  which  could  only  be  detrimental  to  all  concerned ;  now,  therefore,  be  it 

Resolved  hu  the  House  of  Delegates,  the  Senate  concurring.  That  the  Congress 
of  the  United  States  is  hereby  memorialized  and  requested  to  prevent  the  govern- 
ment of  the  District  of  Columbia  from  adopting  the  "reciprocal  income  tax"  and 
to  insure  that  no  such  legislation  w^ill  be  imposed  which  can  only  harm  the 
neighboring  states  and  communities ;  and  be  it  further 

Resolved,  That  those  committees  of  the  House  of  Representatives  and  of  the 
Senate  of  the  United  States  having  charge  of  the  affairs  of  the  District  of  Colum- 
bia are  likewise  requested  to  oppose  any  such  legislation  with  all  the  powers 
at  their  command ;  and  be  it 

Resolved  finally,  That  the  Clerk  of  the  House  of  Delegates  is  directed  to  send 
copies  of  this  resolution  to  the  members  of  the  Congress  from  Virginia  and  from 
the  other  states  of  the  United  States  as  evidence  of  the  concern  which  the  Com- 
monwealth and  its  local  governments  in  Northern  Virginia  share  over  this 
unwarranted  proposal. 

TABLE  1.— BUDGETED  FISCAL  YEAR  1971-72  EXPENDITURES  FOR  NORTHERN  VIRGINIA  LOCALITIES 


Locality 


Transfers  Expenditures 

from  State  to  be  financed 

Operatinc:             Canitai                              and  Federal  from  local 

expenditures            outlays               Total       Government  sources 


Arlington  County » $76, 467, 169 

Alexandria  City  » 46,290,707 

Fairfax  City*. 10,268,050 

Fairfax  Countv» 212,446,967 

Falls  Church  City  2 4,842,794 

Loundoun  County  s 13,630,760 

Prince  William  3 43,605,539 

Total  Northern  Virginia 407, 551, 986 


$463, 780 

3,012,164 

526, 650 

84,  491, 860 

44,  359 

693,  359 

38, 496, 940 


$76, 930, 949 
49,  302, 871 
10, 794, 700 

296, 938, 827 
4, 887, 153 
14,324,119 
82, 102,  479 


$12, 485, 378 
11,006,157 
2, 463, 600 
60, 465,  521 
454, 288 
3,924,756 
16, 763, 834 


$64,445,571 

38.296.714 

8, 331. 100 

236, 473. 306 

4.432.865 

10. 399, 363 

65, 338, 645 


127,729,112      535,281,098      107,563,534       427,717,564 


1  Figures  include  general  fund  plus  school  budget, 
s  Figures  include  general  fund  only, 
s  Figures  include  all  funds. 

Note:  Budgets  for  Arlington  County,  Fairfax  City,  and  Falls  Church  City  have  been  approved — all  others  are  proposed. 

Source:  Fiscal  year  1971-72  budgets  for  the  respective  cities  and  counties  in  Northern  Virginia. 
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TABLE  2.— BUDGETED  FISCAL  YEAR  1971-72  REVENUES  FROM  TAXATION  FOR  NORTHERN 
VIRGINIA  LOCALITIES 

Property  Total  local 

Locality  taxes  taxes 

Arlington  County 37,195,269  $43,077,176 

Alexandria  City 25,325,415  32,786,415 

Fairfax  City 5,053,443  6,570,443 

Fairfax  County 109,755.972  134,044,348 

Falls  Church  City 2,355,650  3,228,399 

Loudoun  County 8,160,033  9,582,333 

Prince  William  County 20,788,000  20,929,000 

Total  Northern  Virginia 208.633,809  250,218,114 

Note:  Budgets  for  Arlington  County,  Fatrtax  City,  and  Falls  Church  City  have  been  approved— All  others  are  proposed. 
Sources:  Rscal  year  1971-72  budgets  for  the  respective  cities  and  counties  in  Northern  Virginia. 

TABLE  3.— APPROVED   OR   RECOMMENDED   CHANGES   IN   PROPERTY  TAX   RATES   FOR   NORTHERN   VIRGINIA 

LOCALITIES,  FISCAL  YEAR  1971-72 

Locality  Type  and  amount  of  change  Percent 

Arlington  County*.., , - 

Alexandria  City a.  Increase  real  estate  tax  by  29  cents  from  +7.7 

$3.76  to  $4.05. 
b.  Increase  personal  property  tax  by  70  cents  +15.6 

from  $4.50  to  $5.20.J 

Falls  Church  City      ^.. Decrease  real  estate  tax  by  53  cents  from  $3.43  —15. 5 

to  $2.90. 

Fairfax  City.... ^ a.  Increase  real  estate  tax  by  22  cents  from  +5.5 

$3.98  to  $4.20. 
b.  Increase  personal  property  tax  by  20  cents  +5.0 

from  $4.00  to  $4.20. 

Fairfax  County   a.  Increase  real  estate  tax  by  72  cents  from  +16.7 

$430  to  $5.02. 
b.  Increase  personal  property  as  follows: 

Regular  and  public  service  corporations  +16.7 

plus  72  cents  from  $4.30  to  $5.02. 
Machinery,  tools,  research  and  develop-  +22.2 

ment  plus  72  cents  from  $3.25  to  $3.97. 

Loudoun  County Increase  real  property  tax  by  $1.60  from  $2.15  to  +74.4 

$3. 75. 

Prince  William  County Increase  real  estate  assessment  ratio  from  25  »+30.3 

percent  to  33  percent 

1  Exact  details  were  not  available  but  it  appears  that  Arlington  County  did  not  change  property  tax  rates. 

2  Personal  property  tax  on  machinery  and  tools  will  remain  at  $4.50. 

s  The  change  in  the  assessment  ratio  has  the  effect  of  raising  the  true  tax  rate  from  $1.02  ($4.06  per  $100  assessed  value 
X25  percent  to  $1.33  ($4.06  per  $100  assessed  valueX33  percent)  for  an  overall  increase  of  30.3  percent. 

Note:  Budgets  for  Fairfax  City  and  Falls  Church  City  have  been  approved— the  others  are  proposed. 

Sources:  Fiscal  year  1971-72  budgets  for  the  respective  cities  and  counties  in  Northern  Virginia. 
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TABLE  5.— HUMAN  RESOURCES  TASK  FORCE.  SUMMARY  OF  STATE  AND  LOCAL  COSTS  FOR  SOCIAL  SERVICE 
PROGRAMS  IN  NORTHERN  VIRGINIA 


Department  and  program 


1968-69  maintenance  Capital  1969-70  maintenance  Capital 

and  operation  outlay  and  operation  outlay 

'■ State  and State  and 

State            Local  local  State            Local  local 


Commission  for  the  visually  handi* 
capped : 

Public  assistance— Aid  to  the  blind. 

Business  enterprise 

Home  teaching. 

Educational  services 

Vocational  rehabilitation 

Department  of  Health: 

Local  health  services 

Medical  assistance  program 

Other  health  services 

Department  of  Mental  Hygiene  and 
Hospitals: 

Mental  health  clinics 

Mental  health  institutes 

Northern  Virginia  training  school... 

Proportionate  part  of  costs  at 

State  institutions 

Department  of  Vocational  Rehabilita- 
tion: 

Field  services 

Cooperative  school  system 

Project  (Alexandria  and  Fairfax)... 
Department  of  Welfare  and  Institu- 
tions: 

Public  assistance  programs 

Local  juvenile  courts  operations... 

Adult  probation  and  parole 

Juvenile  detention  home 

Local  jails 

Proportionate  part  of  costs  at 
State  Institutions 


9.900 
15, 575  . 

8,720  . 
29,695 
14,705  . 


5.940 


7.110 
15,000  . 

8,990 
31,075 
14,640 


4,265  . 


l,831,15t)     1,498,210 2,368.710     1,938,035 

835,915 

1,157,160 1,316,390 


234,810         284,540 250,105         375,520 , 

842,950  93,325 871,715  93,325 

»  2,856,450 »  2,856,450 


1,688,125 


'318,610      1,772,085  . 


1318,610 


190,000 


280,000 


115,000  . 


2,023,855 

245,630 

51, 100  . 

175,690 

139,590 


2,570,275 2,265,285 


120,000 


581,725 


33,580 
43,460 


M76,890 


522,360 
85,100 
181,770 
158,230 


1,602,000 1,809.640 


2,999,430 

436,660 

38,525 

54,500  -. 

Total 10,260,655     5,226,055     3,351,950    11,794,120     6,060,260       3,175.060 


1970-71  (estimate) 

maintenance  and 

operation 


State 


Local 


Capital 

outlay 

State  and 

local 


1971-72  (estimate) 

maintenance  and 

operation 


State 


Capital 
outlay 

State  and 

Local  local 


Commission  for  the  Visually  Handi- 
capped : 
Public   assistance— Aid    to   the 

blind 

Business  enterprise 

Home  teaching 

Educational  services 

Vocational  rehabilitation. 

Department  of  Health: 

Local  health  service 

Medical  assistance  program 

Other  health  services 

Department  of  Mental  Hygiene  and 
Hospitals: 

Mental  health  clinics 

Mental  Health  Institute 

Northern  Virginia  Training  School. 
Proportionate   part  of  costs  at 

State  institutions 

Department  of  Vocational  Rehabilita- 
tion: 

Field  services 

Cooperative  school  system  project 

(Alexandria  and  Fairfax) 

Department  of  Welfare  and  Institu- 
tions: 

Public  assistance  programs 

Local  juvenile  courts  operations... 

Adult  probation  and  parole 

Juvenile  Detention  Home 

Local  jails 

Proportionate  part  of  costs  of 
Stats  institutions 


9.990 
16, 765  . 
11,515  . 
39, 150  . 
16,650  . 

2, 837, 450 
1, 456. 375  . 
1,586,455  . 


6,000  . 


2,417,090 


359,725    494,490 

1,302,605 

40,900 11,100,000 


14,065 
18,635 
11,890  . 
40,910  . 
17,700 

3. 124, 285 
1,817,470  . 
1,703,680  . 


2,  500 


2,  556, 230  . 


428,860    527,625 

1,357,340 

41,900 11,100,000 


2, 206, 090 


175,765     2,269,790. 


175,765 


350,000 425,000 

149,000 


155,000 


2,725,200 
580, 500 
96,900  . 
232, 000 
197,980 


3.758,325  . 
615, 185 


43,085    2  1.952,500 
62,145      M50,000 


5,135,255 
670, 000 
110, 100  . 
255,000 
233, 615 


4,017,295 
708, 220 


48.000 
73,330 


« 1, 952, 500 
1 1, 200, 000 


2,253,000 2,532,000 


Total 16,319,250      7,545,320     3,578,265    20,207,495      8,088,200       4,328,265 

1  State  funds  only. 
State  and  local  funds  (see  attachment  A). 

Note:  Grand  total— 1968-69,  $18,838,655;  1969-70,  $22,029,380;  1970-71,  $27,442,835;  1971-72,  $32,623,960. 
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HUMAN  RESOURCES  TASK  FORCE,  BREAKDOWN  OF  STATE  AND  LOCAL  CAPITAL  OUTLAY  EXPENDITURES 

Juvenile 
detention 
Year  and  source  homes  Local  Jails 

1968^9: 

State $50.000 

Local 126,887 

1969-70: 

State. 

Local 

1970-71  (estimate): 

State 127,500  25,000 

Local 1,825,000  425,<»0 

1971-72  (estimate): 

State 127,500  25,000 

Local,... 1,825,000  1,175,000 
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Title  VI — Reservation  of  Congressional  Authority 

RETENTION     OF    CONSTITUTIONAL     AUTHORITY      (HOME     RULE    ACT) 

Sec.  601.  Notwithstanding  any  other  provision  of  this  Act,  the  Congress  of 
the  United  States  reserves  the  right,  at  any  time,  to  exercise  its  constitutional 
authority  as  legislature  for  the  District  by  enacting  legislation  for  the  District 
on  any  subject,  whether  within  or  without  the  scope  of  legislative  power  granted 
to  the  Council  by  this  Act,  including  legislation  to  amend  or  repeal  any  law  in 
force  in  the  District  prior  to  or  after  enactment  of  this  Act  and  any  act  passed 
by  the  Council. 

LIMITATIONS   ON    THE  COUNCIL 

Sec.  602.  (a)  The  Council  shall  have  no  authority  to  pass  any  act  contrary 
to  the  provisions  of  this  Act  except  as  specifically  provided  in  this  Act,  or  to — 

(1)  impose  any  tax  on  property  of  the  United  States  or  any  of  the  several 
States ; 

(2)  lend  the  public  credit  for  support  of  any  private  undertaking; 

(3)  enact  any  act,  or  enact  any  act  to  amend  or  repeal  any  Act  of  Con- 
gress, which  concerns  the  functions  or  property  of  the  United  States  or 
which  is  not  restricted  in  its  application  exclusively  in  or  to  the  District; 

(4)  enact  any  act,  resolution,  or  rule  with  respect  to  any  provision  of 
title  11  of  the  District  of  Columbia  Code  (relating  to  organization  and 
jurisdiction  of  the  District  of  Columbia  courts)  ; 

(5)  impose  any  tax  on  the  whole  or  any  portion  of  the  personal  income, 
either  directly  or  at  the  source  thereof,  of  any  individual  not  a  resident 
of  the  District  (the  terms  ^'individual"  and  "resident"  to  be  understood  for 
the  purposes  of  this  paragraph  as  they  are  defined  in  section  4  of  title  I  of 
the  District  of  Columbia  Income  and  Franchise  Tax  Act  of  1947)  ; 

(6)  enact  any  act,  resolution,  or  rule  which  permits  the  building  of  any 
structure  within  the  District  of  Columbia  in  excess  of  the  height  limitations 
contained  in  section  5  of  the  Act  of  June  1,  1910  (D.C.  Code,  sec.  5-405), 
and  in  effect  on  the  date  of  enactment  of  this  Act ; 

(7)  enact  any  act,  resolution,  or  regulation  with  respect  to  the  Commis- 
sion on  Mental  Health ; 

(8)  enact  any  act  or  regulation  relating  to  the  United  States  District 
Court  for  the  District  of  Columbia  or  any  other  court  of  the  United  States 
in  the  District  other  than  the  District  courts,  or  relating  to  the  duties  or 
powers  of  the  United  States  attorney  or  the  United  States  Marshal  for  the 
District  of  Columbia  ;  or 

Commonwealth  of  Virginia, 

Department  of  Taxation, 
Richmond f  January  i,  197S. 

Credit  for  Income  Taxes  Paid  Other  States  by  Individuals;  When 
Allowed  by  Virginia  and  When  Not  Allowed  by  Virginia  for  the 
Taxable    (Income)    Year  1972 

{A)  Resident  Individuals 

(1)  When  credit  allowed  (No  Reciprocity)  :  A  resident  individual  of  Virginia 
who  has  become  liable  to  income  tax  to  any  of  the  States  listed  under  No  Re- 
ciprocity, upon  his  income  or  any  part  thereof,  for  the  taxable  year  derived 
from  sources  within  such  State  and  subject  to  taxation  by  Virginia,  is  entitled 
under  the  Virginia  law  to  credit  on  his  Virginia  tax  by  the  amount  of  the  income 
tax  paid  by  him  to  such  other  State  upon  his  producing  to  the  proper  Virginia 
assessing  officer  satisfactory  evidence  of  the  facts  and  of  such  payment;  hut 
such  credit  cannot  exceed  such  proportion  of  the  income  tax  otherwise  payable 
by  him  to  Virginia  <w  his  income  upon  which  the  tax  imposed  by  su(^  other 
State  was  computed  bears  to  his  income  upon  which  the  tax  imposed  by  Virginia 
teas  computed.  (Emphasis  added.) 
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NO  RECIPROCITY   STATES 

Virginia  practices  no  reciprocity  with  any  of  the  following  Income  tax  States 
for  the  taxable  (income)  year  1972 : 

Alabama  Maine  Ohio 

Alaslia  Massachusetts  Oklahoma 

Arkansas  Michigan  Oregon 

Colorado  Minnesota  Pennsylvania 

Delaware  •  Mississippi  Rhode  Island 

Georgia  Missouri  South  Carolina 

Hawaii  Montana  Utah 

Illinois  Nebraska  Vermont 

Iowa  New  York  Wisconsin 

Kansas  North  Carolina 

Louisiana  North  Dakota 

(2)  When  credit  not  allowed  (Reciprocity)  :  A  Virginia  resident,  whether 
actual  or  domiciliary,  or  both  actual  and  domiciliary,  who  pays  any  States  listed 
under  Reciprocity  any  income  tax  as  a  nonresident  of  such  State,  is  not  entitled 
under  the  Virginia  law  to  any  credit  in  Virginia  on  his  Virginia  tax ;  but  he  is 
entitled  to  relief  in  such  other  State  under  the  law  of  such  other  State  by  re- 
ceiving an  appropriate  credit  on  the  tax  otherwise  payable  by  him  to  such  other 
State. 

RECIPROCITY    STATES 

Virginia  practices  reciprocity  with  the  following  income  tax  States  as  to  the 
income  taxation  of  non-residents  for  the  taxable  (income)  year  1972: 

Arizona  Indiana 

California  Kentucky 

District  of  Columbia  Maryland 

(Regarded  as  a  State  New  Mexico 

for  this  purpose)  West  Virginia 
Idaho 

(3)  Virginia  resident  who  is  also  resident  of  another  income  tax  State. 

If  a  person  is  a  domiciliary  resident  of  Virginia  and  an  actual  resident  of 
another  State,  he  is  liable  to  income  taxation  by  Virginia  on  his  entire  income, 
and  the  State  of  his  actual  residence  may  also  tax  him  on  his  entire  income.  If  a 
person  is  an  actual  resident  of  Virginia  and  a  domiciliary  resident  of  another 
State,  he  is  liable  to  income  taxation  by  Virginia  on  his  entire  income,  and  the 
State  of  his  domiciliary  residence  may  also  tax  him  on  his  entire  income.  Virginia 
provides  credit  for  such  a  person,  that  is : 

"Whenever  a  resident  of  this  State  has  become  liable  for  income  tax  to  another 
state,  on  earned  or  business  income,  or  any  part  thereof,  for  the  taxable  year, 
derived  from  sources  without  this  State  and  subject  to  taxation  under  this 
chapter,  the  amount  of  income  tax  payable  by  him  under  this  chapter  shall 
be  credited  on  his  return  with  the  income  tax  so  paid  by  him  to  such  other  state 
upon  proof  of  such  payment ;  provided,  however,  that  the  credit  allowable  under 
this  section  shall  not  exceed  such  proportion  of  the  income  tax  otherwise  pay- 
able by  him  under  this  chapter  as  his  income  upon  which  the  tax  imposed  by 
such  other  state  was  computed  bears  to  his  Virginia  taxable  income  upon  which 
the  tax  imposed  by  this  State  was  computed.  .  .  ."  (Section  58-151.015 (a)  of 
the  Code  of  Virginia. ) 

(B)  Resident  Individuals — (Part-Year) 

Under  the  provisions  of  Section  58-151.02,  clause  (B),  as  amended,  of  the 
Code  of  Virginia,  any  person  who,  during  the  taxable  year,  becomes  a  resident  of 
Virginia,  whether  domiciliary  or  actual,  for  income  taxation,  by  moving  to  Vir- 
ginia from  without  Virginia  during  such  taxable  year  is  taxable  as  a  resident 
for  only  that  portion  of  the  taxable  year  during  which  he  was  such  resident  of 
Virginia  and  his  personal  exemptions  are  reduced  to  an  amount  which  bears  the 
same  ratio  to  the  full  exemptions  as  the  number  of  days  during  which  he  was 
a  resident  of  Virginia  bears  to  365  days ;  and  such  person  is  not  entitled  to  any 
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credit  on  his  income  tax  payable  to  Virginia  for  any  income  tax  paid  the  State 
or  other  jurisdiction  of  his  former  domicile  or  actual  residence  for  that  part 
of  the  taxable  year  during  which  he  was  such  domiciliary  or  actual  resident  of 
such  other  State  or  jurisdiction. 

{C)  Nonresident  Individuals 

(1)  When  credit  allowed  (Reciprocity)  : 

(a)  A  resident  individual  of  any  one  of  the  States  listed  under  Reoiproc- 
itPf  who  is  subject  to  income  taxation  by  Virginia  because  he  had  income 
from  Virginia  sources,  and  who,  as  a  resident  of  such  other  State,  was 
subject  to  income  taxation  by  such  other  State  upon  his  entire  income,  in- 
cluding income  from  Virginia  sources,  is  entitled  to  credit  on  his  Virginia 
income  tax  by  such  proportion  of  the  income  tax  payable  by  him  to  such 
other  State  as  his  income  subject  to  taxation  by  Virginia  (the  State  of  his 
nonresidence)  bears  to  his  entire  income  upon  which  the  tax  so  payable  to 
such  other  State  (the  State  of  his  residence)  was  imjKJsed.  The  Virginia 
State  Nonresident  Individual  Income  Tax  Return  (Form  763)  provides  for 
this  credit  in  Part  5. 

(6)  Section  58-151.015 (b),  which  relates  to  credit  by  Virginia  for  income 
taxes  paid  another  State  by  nonresident  individuals  of  Virginia,  is  recipro- 
cal legislation — that  is  to  say,  you  do  not  apply  this  subsection  for  the  bene- 
fit of  residents  of  another  State  unless  there  is  corresponding  legislation 
in  the  other  State  for  the  benefit  of  Virginia  residents. 

(o)  A  nonresident  of  Virginia,  for  income  tax  purposes,  is  any  person 
other  than  a  domiciliary  resident  or  an  actual  resident,  who  receives  income 
from  labor  (services)  performed,  business  done,  or  property  located  in  Vir- 
ginia, including  gains  from  sales,  exchanges,  or  other  dispositions  of  real 
estate  and  tangible  personal  property  located  in  Virginia,  or  intangible 
personal  property  having  a  situs  in  Virginia ;  a  nonresident  is  taxable  by 
Virginia  on  his  income  from  all  property  owned  and  from  every  business, 
trade,  profession  or  occupation  carried  on  in  Virginia. 

Any  person  who  is  taxable  as  a  resident  of  Virginia  for  only  a  portion  of 
the  taxable  year  because  he  moved  to  Virginia  from  without  this  State 
during  the  taxable  year,  or  because  he  changed  his  place  of  abode  during 
the  taxable  year  to  a  place  without  this  State  with  the  bona  fide  intention 
of  continuing  actually  to  abide  permanently  without  this  State,  and  who  as 
a  nonresident  of  Virginia  for  any  other  part  of  the  taxable  year  derived 
income  from  any  property  owned  or  from  any  business,  trade,  profession  or 
occupation  carried  on  in  this  State  is  also  taxable  by  Virginia  as  a  non- 
resident with  respect  to  such  income. 

(2)  When  credit  not  allowed  (No  Reciprocity)  :  A  resident  individual  of  any 
one  of  the  States  listed  under  No  Reciprocity  who,  as  a  nonresident  of  Virginia,  is 
subject  to  income  taxation  by  Virginia  because  he  had  income  from  Virginia 
sources,  and  who,  as  a  resident  of  such  other  State,  was  subject  to  income  taxa- 
tion by  such  other  State  upon  his  entire  income,  including  income  from  Virginia 
sources,  is  entitled  to  No  credit  on  his  Virginia  net  income  tax  on  a  plea  that  he 
had  to  pay  such  other  State  a  State  income  tax  on  his  entire  net  income,  including 
that  from  Virginia  sources,  or  on  any  other  plea. 

(D)  Miscellaneous  Provisions 

(1 )  Special  case  in  which  nonresident  need  not  file  return  for  1972 : 

A  nonresident  of  Virginia  who  had  no  actual  place  of  abode  in  Virginia  at  any 
time  during  1972  and  who  commuted  on  a  daily  basis  from  his  place  of  residence 
in  Kentucky,  Maryland,  West  Virginia,  or  the  District  of  Columbia  to  his  place 
of  employment  in  Virginia  need  not  file  a  Virginia  income  tax  return  for  1972 
provided  (1)  his  only  income  from  sources  in  Virginia  was  from  salaries  and 
wages,  and  (2)  such  salaries  and  wages  were  subject  to  income  taxation  by 
Kentucky,  Maryland,  West  Virginia,  or  the  District  of  Columbia,  as  the  case  may 
be. 

(2)  Non-Income-Tax  States: 

The  States  listed  below  do  not  have  an  income  tax  law  applicable  to  individuals. 
As  to  these  States  no  question  of  reciprocity  or  of  credit  can  arise  for  the  taxable 
(income)  year  1972 : 

Connecticut  New  .Jersey  *  Texas 

Florida  South  Dakota  Washington 

Nevada  Tennessee  Wyoming 
New  Hampshire* 

1  Commuters'  Personal  Income  Tax  Only. 
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(3)  District  of  Columbia  unincorporated  business  franchise  tax : 
This  tax  is  not  an  income  tax.  This  was  the  holding  of  the  Court  of  Appeals  of 
Maryland  in  a  case  involving  a  section  of  the  Maryland  income  tax  law  corre- 
sponding to  Section  58-103  of  the  Code  of  Virginia.  (Gardella  et  ux.  v.  Comp- 
troller, (1957),  213  Md.  1,  130  A.  2  d  752.)  Inasmuch  as  the  District  unincor- 
porated business  franchise  tax  is  not  an  income  tax,  Section  58-151.015  of  the 
Code  of  Virginia,  on  credit  for  income  tax  paid  another  State  by  a  resident 
individual  of  this  State,  is  not  applicable. 

Edgar  G.  Houson,  Jr.,  Director , 

Division  of  Individual  Tawes, 
Approved : 

W.  H.  FOBST, 

State  Tax  Commissioner, 


Mr.  FoRST.  This  tax  is  not  an  income  tax.  This  was  the  holding  of 
the  Court  of  Appeals  of  Maryland  in  a  case  involving  a  section  of  the 
Maryland  income  tax  law  corresponding  to  section  58-103  of  the  code 
of  Virginia. 

Inasmuch  as  the  District  unincorporated  business  franchise  tax  is 
not  an  income  tax  section  58-151.015,  of  the  code  of  Virginia  on  credit 
for  income  tax  paid  another  State  by  a  resident  individual  of  this 
State,  is  not  applicable. 

This  explains  the  position  Virginia  takes  in  disallowing  a  tax  credit 
for  the  unincorporated  business  franchise  tax  of  the  District  of  Colum- 
bia. As  you  are  aware,  the  District  of  Columbia  Revenue  Act  of  1975 
contains  provisions  that  would  include  the  personal  income  of  profes- 
sional enterprises  in  the  District's  unincorporated  business  tax  base. 

Since  many  of  the  professionals  who  would  be  affected  by  this  pro- 
posal are  residents  of  Virginia,  adoption  of  this  amendment  would 
have  significant  implications  for  Virginia. 

In  addition  to  creating  a  hardship  for  taxpayers,  we  think  that  this 
proposal  represents  a  backdoor  attempt  by  the  District  to  tax  Virginia 
residents  who  work  in  the  District  in  direct  contradiction  to  Public 
Law  93-198,  section  602(a)(5).  This  section  deals  specifically  with 
Federal  limitations  on  the  authority  of  the  D.C.  Council/ 

This  section  provides  that  the  Council  shall  have  no  authority  to 
pass  any  act  to  .  .  .  "impose  any  tax  on  the  whole  or  any  portion  of 
the  personal  income,  either  directly  or  at  the  source  thereof,  of  any  in- 
dividual not  a  resident  of  the  District  .  .  ."  This  section  does  not  re- 
strict the  imposition  of  just  a  reciprocal  income  tax  on  such  personal 
income  of  an  individual,  it  prohibits  the  imposition  of  any  tax,  includ- 
ing in  my  opinion  a  franchise  tax  on  the  personal  income  of  an 
individual  not  a  resident  of  the  District. 

The  court  just  said  that  as  a  proviso  for  becoming  a  home  rule  juris- 
diction, you  shall  not  in  the  future  propose  any  tax  on  a  nonresident. 
I  believe  that  the  courts  would  probably  tell  you  that  this  is  a  franchise 
tax  and  not  a  tax  on  personal  income  but  it  is  hard  to  convince  the 
professional  people  in  Virginia  and  Maryland  that  this  is  not  a  tax  on 
income. 

These  are  individual  proprietorships  who  have  income.  This  very 
same  debate  has  been  carried  on  time  and  time  again.  The  statement 
just  presented  indicated  that  this  proposal  has  been  before  the  con- 
gressional committee  a  number  of  times.  It  just  appeared  that  the  Con- 
gress decided  when  they  were  going  to  present  home  rule,  let's  not 
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debate  this  anymore.  Let's  don't  tax  the  personal  incomes  of  people  in 
Virginia  and  Maryland  and  get  on  it. 

This  is  not  a  commuter  tax.  The  section  did  not  say  you  can't  levy  a 
commuter  tax.  I  said  you  can't  levy  any  tax  on  the  income  of  a 
nonresident. 

EFFECT   OF   TAX 

The  estimates  of  the  District  we  work  with  indicate  that  the  Vir- 
ginia professionals  would  have  about  a  $2  million  liability  as  a  result 
of  this.  We  estimate  that  imder  the  business  deduction  currently  pro- 
vided by  Virginia  law  that  this  would  cost  the  State  about  $100,000  in 
revenue. 

We  think  that  if  the  lawyers  went  to  Richmond  and  imposed  upon 
the  delegation  there  to  make  it  a  tax  credit  it  would  cost  Virginia  about 
$1  million  but  it  would  also  extend  the  credit  to  other  individuals  cur- 
rently paying  the  District  tax  not  in  this  package,  for  instance  the 
individuals  in  the  Maryland  case  that  was  a  partnership  and  those 
individuals  did  not  get  the  credit. 

The  cost  to  Virginia  would  exceed  $1  million  by  something  we  have 
no  idea  of. 

Mr.  Mazzoli.  The  questions  you  have  answered  are  whether  or  not 
the  actions  taken  by  the  City  Council — in  the  judgment  of  the  experts 
coming  today — is  within  its  authority  and  has  not  exceeded  some  con- 
stitutionality and  is  not  going  to  have  a  serious  negative  impact  on  the 
federal  interest.  You  have  answered  the  first  one.  In  your  judgment, 
the  tax  violates  the  Home  Rule  Act  which  says  there  will  be  no  tax 
placed  on  the  income  of  nonresidents. 

The  other  side  is  that  some  have  indicated — it  is  not  an  income  tax 
but  a  tax  on  the  right  to  do  business  within  the  District  of  Columbia. 
The  question  again,  if  you  will  restate  it  for  my  benefit,  what  is  the  net 
loss  to  the  State  of  Virginia,  in  the  event  that  these  affected  groups 
could  successfully  lobby  at  Richmond  and  have  their  exemptions 
granted  would  be  how  much?  [See  letter  and  attachment,  p.  515.] 

Mr.  FoRST.  $1  million  for  this  particular  group  but  it  would  auto- 
matically extend  it  to  all  individuals  now  paying  tax  in  the  District. 

Mr.  Mazzoli.  The  plumbers  and  the  shopkeepers  who  live  next  door 
to  a  lawyer  who  drive  into  Washington  and  do  business  and  one  indi- 
vidual pays  tax  and  another  does  not.  People  who  have  been  paying 
their  Virginia  taxes  and  have  gone  on  paying  District  taxes  and  who 
may  not  be  able  to  lobby,  they  would  also  join  the  throng. 

The  gentleman  from  Connecticut  ? 

Mr.  McKiNNEY.  There  would  be  a  substantial  financial  reward  for 
a  Virginia  attorney  to  leave  Washington  under  these  conditions  and 
practice  in  Virginia  somewhere. 

Mr.  FoRST.  The  $7.4  million  estimate  on  this  or  the  $8  million, 
whichever  it  is,  would  indicate  that  some  of  that  is  going  to  be  from 
the  Virginia  professionals,  and  the  estimate  that  the  District  has 
made  is  that  $2  million  of  that  will  come  from  Virginia  professionals. 

It  would  be  to  their  benefit  to  move  to  Virginia. 

I  had  a  conversation  with  our  income  tax  director  before  coming  up 
here  and  he  indicated  that  a  firm  had  been  in  contact  with  him  that 
had  purchased  office  space  already  and  was  moving  out  because  of  the 
threat  of  this. 
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Even  if  the  tax  is  not  levied. 

Mr.  McKiNNEY.  Our  witnesses  have  said  that  there  are  deals  being 
offered  by  landlords  in  the  two  areas  I  have  mentioned  for  office  space 
at  an  advantageous  price.  If  Congress  said  you  can  pass  an  unincorpo- 
rated sole  proprietorship  income  tax,  you  would  have  to  give  reci- 
procity, wouldn't  you  ? 

Mr.  FoRST.  We  would,  but  they  would  not  give  tax  credit.  We  would 
allow  it  as  a  business  deduction.  If  they  enacted  this  bill  they  would  not 
be  able  to  deduct  it  as  a  tax  credit  and 

Mr.  McKiNNEY.  If  we  change  this  bill  and  call  it  an  unincorporated 
business  income  tax,  then  the  sole  proprietorship  could  deduct  his 
Washington  payments  from  his  Virginia  income  tax  ? 

Mr.  FoRST.  If  you  would  change  the  law  in  order  to  allow  yourself 
to  do  that.  That  particular  type  of  tax  was  eliminated  with  the  re- 
strictions placed  on  Congress. 

Mr.  McKiNNEY.  Thank  you  very  much. 

Mr.  Mazzoli.  The  gentleman  from  the  District  of  Columbia. 

VIRGINIA    LAW 

Mr.  Fauntroy.  I  want  to  be  clear  on  one  answer  you  gave  to  Mr. 
McKinney's  question  and  that  is  do  I  understand  that  if  you  are  a 
practicing  attorney,  for  example,  in  Washington  who  resides  in  Vir- 
ginia. For  him  to  move  his  practice  to  Virginia,  that  he  would  ex- 
perience a  net  gain  in  terms  of  his  taxation  ? 

In  other  words,  you  do  not  have  uniincorporated  business  tax  in 
Virginia  ? 

Mr.  FoRST.  He  would  pay  the  income  tax  he  is  paying  today  in  Vir- 
ginia. He  would  be  subjected  to  a  local  business  license  tax  measured 
by  his  gross  receipts  if  he  moves  into  a  jurisdiction  in  northern  Vir- 
ginia that  levies  one  of  those. 

Mr.  Fauntroy.  What  would  he  pay  in  the  local  jurisdiction? 

Mr.  FoRST.  I  am  not  familiar  with  those  rates. 

Mr.  Fauntroy.  Does  anyone  have  that  information  for  us  ? 

Mr.  Cook.  It  is  my  understanding  that  the  Arlington  County  rate 
is  1  percent.  The  Fairfax  County  rate  is  point  31.  The  Alexandria  rate 
is  point  60. 

Mr.  Fauntroy.  How  would  that  compare  to  the  proposed  rate  here  ? 

Mr.  Cook.  If  this  individual  moved  out  of  the  District  into  Virginia 
Virigina  taxes  this  unincorporated  business  income  under  their  State 
income  tax.  Their  rates  range  up  to  5.57  percent  of  income  over  $12,000. 

So  the  net  tax  differential  is  between  a  flat  rate  of  5.4  percent  and 
a  graded  rate  up  to  5.75  on  taxable  income  exceeding  $12,000  under 
the  State  income  tax  law  of  Virginia.  Whether  they  got  a  net  benefit 
or  not  depends  upon  their  level  of  income. 

Mr.  Fauntroy.  Thank  you.  You  do  not  take  issue  with  that,  do  you  ? 

Mr.  FoRST.  I  have  not  looked  at  the  question  because  it  was  not  the 
one  I  was  asked  to  address  myself  to. 

Mr.  Mazzoli.  I  think  that  it  would  be  interesting  for  the  committee 
to  have  figures  on  taking  this  hypothetical  $100,000  a  year  earner  if 
he  decides  to  close  up  in  Washington  and  move  across  the  river  to  one 
or  two  or  three  of  the  places  where  he  might  get  office  space. 
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W^  iroald  iKJC  be  able  to  pin  down  the  c^cie  spaoe  STailjible^  hat  I 
xhhik  "ire — r^mid  comp>are  to  see  where  theae  people  are,  I  am  inclined 
Uj  xhmk  thmx  rerr  few  lawyers  would  move  be«ea«5e  thej  don  t  have 
tbe  prestigr^  tbej  need  when  they  come  up  to  the  Hill  if  tiiey  say  they 
are  f  rcnn  XrYinston  or  Alexandria  or  R<:is?lyri  or  Sprin^rfield. 

Tbf-y  hare  got  to  be  f  nMn  Wa>hinoton.  D.C.  That  is  where  the  ac- 
tioiii  is.  I  woiJd  think  studies  mislit  show  that  merc-hants  mi^t  move 
acTO*?^  the  river  but  I  would  think  that  we  probably  have  a  different 
situation  hen:  with  regard  to  professionals,  particularly  with  re^rd 
to  lawyers. 

BECTPBOcrrr 

Mr.  ¥AxrsTBr>T.  TTie  last  exhibit  in  your  testimony  you  listed  no  rec- 
iprrx-ity.  Explain  the  distinction- 
Mr.  FoE?T.  Virginia  gives  reciprocity  to  those  States  that  g^ve  rec- 
iprrxrity  to  Virginia.  Our  law  says  if  you  have  reciprocity  with  us,  we 
autoiTiati^-ally  have  it  with  you.  These  are  the  States  that  do  not  have 
in  t^jeir  law  recipro^-ity. 

On  the  last  page  of  that  statement,  page  5,  is  tlie  statement  that  deals 
with  tFie  Di^rict  of  Columbia  tmincorporated  business  franchise  tax. 
and  it  is  base^i  on  the  Maryland  decision  where  it  was  indicated  that 
tills  was  a  franchise  tax  measureil  by  income,  not  an  income  tax  and 
therefore  not  deductible  for  State  income  tax  in  Maryland  which  is 
the  ver>'  sanie  language  of  the  Virigina  law. 

Mr.  Mazzoij.  Thank  you  very  much,  Mr.  Forst.  At  this  point  I 
would  like  to  in\ite  to  come  forward  the  following  persons  to  con- 
stitute a  panel : 

Mr.  Kobert  E.  Peterson,  president  of  the  Gi"eater  Washington  Labor 
Council : 

Mr.  KrJjert  E.  Ewell.  president  of  the  District  of  Columbia  Federa- 
tion of  Civic  A-SSo^-iations: 

Mrs.  Au^i^t  G.  Swanson.  president,  the  I>oague  of  Women  Voters, 
A-S  I  underhand  it.  the  format  would  Ix^  for  each  to  make  a  brief 
statement  and  I  would  think,  unless  the  committee  has  another  mind, 
we  will  resf-rve  our  questions  until  the  last  statement.  Then  we  will  ask 
question.s.  Mr.  Peterson?  Your  prepared  statement  will  be  made  a 
pa  It  of  the  record. 

[The  d^x'ument  referred  to  follows :] 

PftfJPAKKD  StATEMEXT  OF  ROBERT   E.   PETERSEN,   PRESIDENT,   GREATER  AVASHINGTOy 

Central  Labor  Coincil,  AFL-CIO 

Mr.  Chairman:  My  name  is  Robert  E.  Petersen,  president  of  the  Greater 
Wa>ihington  Central  JaiUot  Council,  AFI^CK).  Our  «)rj;anization  repre'sents 
2iH),(AM>  working  men  and  women  in  the  Metropolitan  Washington  area.  I  am. 
here  today  to  voice  our  opposition  to  H.  Con.  Res.  370  introduced  by  the  Hon- 
orable Mr.  Harsha  of  Dhio.  It  is  our  belief  that  the  Revenue  Act  of  1975  and 
the  section  known  as  the  D.C.  professionals  tax  is  one  that  is  essentiaRy  a 
progressive  and  equitable  piece  of  legislation.  We  oi)iH)se  II.  Con.  370  because 
of  two  false  assumptions  contained  within  it. 

They  are : 

(a)  That  Congress  and  not  the  City  Council  can  adequately  judge  the  service 
and  revenue  needs  of  th(»  District  of  Columbia. 

(h)  That  the  tax  on  Maryland  and  Virginian  professionals  results  in  a 
double  tax. 

It  is  our  belief  that  the  City  Council  and  Conmiittee  on  Finance  and  Revenue- 
Conducted  its  hearings  and  study  in  the  most  comprehensive  manner  possible- 
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We  believe  that  our  elected  City  Council  and  Mayor  are  far  more  qualified  to 
judge  our  needs  than  the  Members  of  Congress.  More  importantly,  we  believe 
that  the  issue  of  their  qualifications  and  performance  in  this  matter  is  an 
obfuscation  of  the  issue.  It  is  the  job  of  our  duly  elected  government  to  judge 
our  needs  for  taxation.  We  believe  that  the  Congress  should  allow  us  the  right 
to  tax  professionals  the  way  the  43  State  legislatures  have  allowed  their  local 
governments  to  levy  income,  and  payroll  taxes.  It  is  also  a  tax  that  would  en- 
courage rather  than  discourage  residence  in  the  city  rather  than  the  flight  to 
the  suburbs.  For  too  long  the  tax  structure  of  the  District  has  perpetuated  the 
problem  of  a  shrinking  tax  base  in  this  city. 

The  second  misleading  assumption  is  that  the  professional  tax  amounts  to  a 
double  tax  on  the  citizens  of  Maryland  and  Virginia.  It  is  our  belief  that  it  is  not 
a  double  tax.  More  importantly,  if  it  was  a  double  tax  it  would  be  a  matter  for 
Annapolis  and  Richmond  to  handle  in  the  appropriate  manner.  It  is  not  the  right 
nor  the  responsibility  of  Congress  to  resolve  the  issue  or  any  upcoming  issues. 

Thank  you. 
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States  That  Allow  Income  Taxes 

Alabama  Minnesota 

Alaska  '  Mississippi 

Arizona  Missouri 

Arkansas  Montana 

California  Nebraska 

Colorado  New  Hampshire 

Connecticut  New  Mexico 

Delaware  New  York 

District  of  Columbia  North  Carolina 

Georgia  North  Dakota 

Hawaii  Ohio 

Idaho  Oklahoma 

Illinois  Oregon 

Indiana  Pennsylvania 

Iowa  Rhode  Island 

Kansas  South  Carolina 

Kentucky  Tennessee 

Louisiana  Utah 

Maine  Vermont 

Maryland  West  Virginia 

Massachusetts  Wisconsin 
Michigan 

States  That  Do  Not  Allow  Income  Taxes 

Florida  Texas 

Nevada  Washington 

New  Jersey  Wyoming 
South  Dakota 

STATEMENT  OF  MRS.  AUGUST  G.  SWANSON,  PRESIDENT,  LEAGUE 
OF  WOMEN  VOTERS  OF  THE  DISTRICT  OF  COLUMBIA;  ROBERT 
W.  EWELL,  PRESIDENT,  DISTRICT  OF  COLUMBIA  FEDERATION  OF 
CIVIC  ASSOCIATIONS;  ROBERT  E.  PETERSEN,  PRESIDENT,  THE 
GREATER  WASHINGTON  CENTRAL  LABOR  COUNCIL,  AFL-CIO; 
AND  BRUCE  A.  JOHNSTON,  ON  BEHALF  OF  THE  GREATER  WASH- 
INGTON CENTRAL  LABOR  COUNCIL,  AFL-CIO 

Mr.  Petersen.  I  have  been  standing  in  the  back  of  the  room  listen- 
ing to  all  the  tax  experts,  and  I  am  not  here  at  all  as  a  tax  expert. 

Mr.  Mazzoli.  I  am  glad  you  are  not. 

Mr.  Petersen.  The  working  members  of  this  society,  members  of 
128  unions  I  represent,  and  the  Greater  Washington  Labor  Council 
comprised  of  200,000  members,  we  are  concerned  about  the  taxation 
because  we  feel  that  working  people  have  been  taxed  to  the  hilt. 

oppose   house   concurrent  resolution    370 

They  pay  the  overwhelming  majority  of  the  expenses  of  govern-^ 
ment,  and  we  are  now  in  favor  of  the  professional  tax  and  against 
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this  resolution,  House  Concurrent  Resolution  370.  I  think  you  have 
heard  all  about  the  details  from  the  different  experts,  but  we  just 
wanted  to  go  on  record  on  behalf  of  the  labor  council  to  let  you 
know  our  feelings. 

.  We  think  that  these  people  are  in  a  higher  income  bracket  and  have 
been  excepted  from  the  existing  law  lonff  enough. 

We  think  that  they  should  be  covered.  We  think  that  this  will  bring 
some  eq[uity  to  all  of  us.  I  would  strongly  recommend  that  the  District 
Committee  and  this  subcommittee  I'eport  out  unfavorably  action  on 
House  Concurrent  Resolution  370.  Thank  you. 

Mr.  Mazzoli.  Mr.  Ewell  ? 

Mr.  Ewell.  Mr.  Chairman,  I  would  like  to  have  the  record  show 
that  my  name  is  Robert  W.  Ewell  instead  of  Rob't. 

Mr.  Mazzoli.  The  record  will  be  corrected. 

Mr.  Ewell.  I  represent  the  District  of  Columbia  Federation  of  Civic 
Associations  comprised  of  some  55  associations  across  the  District  of 
Columbia.  We  represent  generally  some  200,000  people.  We  are  con- 
cerned about  the  difficulty  we  are  having  here  today  in  dealing  with 
the  revenue  bill. 

The  tax  structure  is  pertinent  to  our  situation  in  the  District  of 
Columbia  as  to  home  rule  and  also  as  to  national  representation.  We 
did  not  have  a  prepared  text  at  this  time.  We  will  present  one  in  a  veiy 
short  time. 

Mr.  Mazzoli.  It  will  be  made  a  part  of  the  record  at  that  time. 

Mr.  Ewell*  We  are  concerned  that  we  do  not  have  national  repre- 
sentation. I  think  it  was  here  earlier  stated  that  maybe  the  home  rule 
bill  could  be  reconstructed  or  reconsidered  to  have  some  other  things 
such  as  allowing  commuter  tax.  We  also  feel  at  the  same  time  that 
other  legislative  matters  concerning  Washington  should  be  recon- 
sidered, and  that  we  be  granted  national  representation. 

We  feel  that  our  Delegate,  Mr.  Fauntroy,  has  represented  us  very 
well,  but  he  does  not  have  the  vote  that  the  Congressman  from  Vir- 
ginia and  the  Congressman  from  Maryland  has  in  situations  like  this 
to  be  really  effective  in  our  representation. 

We  would  like  to  get  that  in  for  the  record. 

Mr.  Ewell.  We  are  in  a  position  to  favor  very  much  the  presenta- 
tion that  Mr.  Hechinger  made,  and  I  think  that  most  of  our  state- 
ments will  be  in  that  direction  concerning  the  lobbying  and  reactions 
of  the  Council.  I  do — I  would  like  to  enhance  the  idea  of  the  prestige 
of  doing  business  in  Washington. 

effect  of  tax 

We  don't  feel  we  will  lose  too  much.  The  tax  is  one  that — I  don't 
think  there  is  a  lot  of  question  about  it — having  this  tax  in  not  a 
problem.  The  question  is  about  the  rate.  However,  I  think  this  is  a 
matter  that  can  be  worked  out  with  the  committee  and  our  Council. 
These  are  matters  which  I  think  we  need  to  be  concerned  with. 

In  general,  those  are  the  things  that  we  are  concerned  with.  We  feel 
that  the  city  has  to  offer  some  services  to  those  who  do  business  in 
Washington,  and  it  is  only  fair  that  those  who  have  not  been  paying 
anything  toward  the  services  should  pay  something,  and  that  together 
we  can  all  survive  if  we  can  work  out  an  equitable  situation  among  the 
parties  concerned. 
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I  think  we  really  need  to  get  into  this.  The  citizens  are  concerned. 
The  business  people  are  concerned.  Our  Council  and  the  Mayor  and 
all  of  us  are  in  this  together  to  work  out  something  equitable  on  all 
sides. 

We  do  generally — our  statement  will  be  in  the  line  of  the  state- 
ment Mr.  Hechinger  rendered. 

Mr.  Mazzoli.  Mrs.  Swanson  ? 

Mrs.  Swanson.  Mr.  Chairman,  the  League  of  Women  Voters  of  the 
District  of  Columbia  appreciates  this  opportunity  to  testify  on  House 
Concurrent  Resolution  370,  a  resolution  to  disapprove  the  District  of 
Columbia  Revenue  Act  of  1975. 

Members  of  this  subcommittee  are  aware  of  the  role  played  by  the 
League  of  Women  Voters  of  the  District  of  Columbia  as  well  as  by 
the  LWV  nationally  in  the  home  rule  ejfforts  in  1973-74,  culminating 
in  the  enactment  of  Public  Law  93-198  which  granted,  so  we  thought, 
the  rights  of  self-government  to  citizens  of  the  District  of  Columbia 
after  100  years  of  colonial  status.  You,  Mr.  Chairman,  as  well  as  other 
members  of  this  subcommittee,  were  cosponsors  of  that  legislation, 

OPPOSE   HOUSE   CONCURRENT  RESOLUTION    3  70 

Now,  in  this  first  test  of  congressional  intent,  we  urge  that  you 
reject  House  Concurrent  Resolution  370  as  unworthy  of  that  spirit 
which  motivated  you  to  enact  Public  Law  93-198.  The  District  of 
Columbia  Revenue  Act  of  1975  has  been  approved  by  the  locally  elected 
government.  It  should  not  be  rewritten  by  the  Congress  of  these  United 
States  or  by  any  of  its  committees. 

Any  revisions  in  our  revenue  package  should  be  made  by  our  elected 
officials  who  must  answer  to  their  constituents  ultimately  even  as  you 
must.  This  is  the  primary  issue  as  we  see  it — our  right  to  a  meaningful 
home  rule. 

Having  said  that,  we  turn  to  the  act  itself.  The  league  supports 
the  provisions  of  the  District  of  Columbia  Revenue  Act  in  general  and 
strongly  supports  the  section  which  removes  the  exclusion  of  profes- 
sionals from  paying  the  unincorporated  business  franchise  tax. 

Our  members  have  supported  the  removal  of  this  exclusion,  with 
appropriate  credit  allowed  on  the  personal  income  tax  since  1970. 

We  agree  with  Mr.  John  B.  Jones,  Jr.,  a  Washington  resident 
attorney  and  a  member  of  the  steering  committee  of  the  taxation 
division  of  the  District  of  Columbia  Bar,  who  stated  in  an  article 
which  appeared  in  the  Washington  Post  of  September  11,  1975,  that 
the  fairest  method  of  meeting  the  anticipated  budget  gap  of  $8  million 
would  clearly  be  to  tax  the  income  of  the  hundreds  of  thousands  of 
commuters  from  Maryland  and  Virginia  *  *  *  Professional  men  in 
general  agree  that  the  City  Council  has  acted  reasonably  in  deciding 
to  tax  the  income  of  the  hundreds  of  thousands  of  commuters  from 
Maryland  and  Virginia  *  *  *  Professional  men  in  general  agree  that 
the  City  Council  has  acted  reasonably  in  deciding  that  the  income  of 
professionals  operating  in  the  District  is  the  next  best  tax  base." 

The  professionals  have  not  been  bearing  the  tax  responsibility  which 
their  business  counterparts  have  borne  since  1947.  We  believe  they 
should  now  share  the  responsibility  and  we  are  pleased  that  this  idea  is 
surfacing  in  the  media  and  also  among  your  colleagues  in  the  Senate, 
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as  evidenced  by  not  only  the  testimony  presented  to  the  Senate  District 
of  Columbia  Committee  last  week  but  also  in  remarks  of  the  chairman 
and  other  members  of  the  committee. 

To  reiterate,  the  Revenue  Act  of  1975  has  been  approved  by  the 
locally  elected  government.  It  does  not  need  revision  by  the  Congress 
of  the  United  States.  Are  our  rights  as  U.S.  citizens  to  be  abrogated 
by  the  accident  of  our  residence  and  a  potent,  wealthy  special  interest 
lobby?  We  believe  not — we  hope  that  you  will  agree  and  reject 
House  Concurrent  Resolution  370. 

We  thank  you  for  this  opportunity  to  present  our  views. 

Mr.  Mazzoli.  Thank  you,  Mrs.  Swanson. 

Let  me  ask  a  general  question,  and  I  will  take  my  theme  from 
Mr.  Petersen  who  said  we  have  listened  to  tax  experts  for  awhile 
and  now  we  are  listening  to  the  people. 

SUPPORT    THE    TAX 

Do  you  think  it  is  a  fair  tax  that  is  proposed  by  the  City  Council  ? 

Mr.  Petersen.  Yes. 

Mr.  EwELL.  Yes. 

Mrs.  Swanson.  Yes. 

Mr.  Mazzoli.  Do  you  think  it  would  be  inequitable  for  the  group 
of  people  here  affected,  the  professionals,  the  attorneys,  the  lawyers, 
the  doctors,  the  engineers ;  do  you  think  that  it  would  be  inequitable 
for  them  not  to  pay  a  fair  share  of  the  city  services  they  enjoy  plus 
the  prestige  of  practicing  in  this  kind  of  an  area  ? 

Mr.  Petersen.  Surely,  I  think  it  would  be  inequitable. 

Mr.  EwELL.  It  would  be  inequitable.  That  is  the  basis  for  this  kind 
of  a  tax.  In  a  sense,  it  has  been  offered  or  proposed.  We  think  it  will 
overcome  some  of  the  inequities  that  already  exist. 

We  are  trying  to  find  the  kind  of  a  tax  base  that  will  help  us  to 
give  the  services  that  all  will  require  and  in  the  long  run  we  will  all 
be  better  if  we  can  work  out  something  satisfactory  across  the  board. 

Mrs.  Swanson.  I  have  indicated  that  the  League  has  taken  a  stand 
previously  on  removing  this  exclusion,  because  we  felt  it  was  unfair 
and  that  only  by  including  everyone  in  this  franchise  tax  would  it 
be  a  fair  tax. 

Mr.  Mazzoli.  Mrs.  Swanson,  since  your  league  has  done  a  lot  of 
work  in  legislation,  in  your  recollection,  why  do  you  think  the  1947 
exception  was  granted  ? 

Mrs.  Swanson.  That  is  beyond  my  recollection.  I  was  not  a  resident. 
I  would  speculate  that  there  was  heavy  lobbying  that  interfered. 

Mr.  Mazzoli.  Mr.  Ewell  ? 

Mr.  EwELL.  I  wish  I  had  some  factual  information.  That  intrigues 
me. 

Mr.  Mazzoli.  What  would  your  judgment  be  ?  You  are  an  intelligent 
man. 

Mr.  EwELL.  Back  in  1947  we  had  a  Mayor/Commissioner  and  a 
Council.  Strictly  everything  that  happened  to  Washington  came  from 
Congress  or  the  White  House.  Wherever  the  pressures  were  in  the  Con- 
gress and  in  both  of  these  places  was  the  kind  of  action  we  got  in  the 
District  of  Columbia  as  to  whatever  we  were  presented  with. 

This  is  what  I  would  say  has  affected  it. 
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Mr.  Mazzoli.  It  is  a  question  that  came  to  me.  Mr.  Petersen,  what 
would  be  your  judgment  as  to  why  there  is  an  exception  and  for  law- 
yers and  doctors  and  CPA's  ? 

Mr.  Petersen.  I  would  agree  with  my  brother  and  being  a  political 
animal  myself  I  succumb  to  political  pressure.  The  overwhelming  ma- 
jority of  legislators  everywhere  are  professional  people.  I  think  they 
would  be  more  sensitive  to  the  pressures  from  other  professionals. 

That  is  probably  what  happened  at  that  time. 

Mr.  Mazzoli.  Thank  you  very  much. 

Mr.  McKinney  ? 

Mr.  McKinney.  Since  most  States  are  contemplating  eliminating 
imincorporated  business  tax,  how  would  you  all  feel  if  we  expurgated 
the  part  of  the  home  rule  law  which  brought  the  whole  hearing  about, 
which  is  the  part  which  says  we  can't  have  a  commuter  tax  instead  of 
playing  games  with  this  ? 

This  would  mean  that  not  only  every  professional  but  everybody 
who  works  in  the  District  would  pay  their  share  and  pay  their  share 
according  to  their  income. 

Mr.  Petersen.  Organized  labor  has  always  advocated  fair  share  and 
Ave  would  be  at  this  time  advocating  whatever  is  fair. 

If  I  am  assessed  a  certain  tax  along  with  the  other  people,  as  long  as 
it  was  fair  and  equitable  we  would  support  such  legislation. 

Mr.  EwELL.  As  far  as  the  elimination  of  it — I  think — let  me  be  ac- 
curate with  your  question.  The  disallowance  of  the  commuter  tax,  is 
that  what  you  are  saying,  that  that  would  be  taken  out  of  home  rule  ? 

COMMUTER   TAX 

Mr.  McKinney.  If  we  found  it  necessary  to  giv^e  up  certain  of  our 
rights  and  one  of  them  was  your  right  to  impose  a  commuter  tax. 

Mr.  EwELL.  From  my  knowledge  about  tax  structure  and  what  you 
are  contemplating  is  that  we  are  going  to  try  to  do  everything  we  can 
to  have  that  particular  situation  come  into  being  if  we  can  get  Congress 
to  go  along  with  us.  We  feel  that  the  basis  of  our  whole  tax  structure 
relies  on  the  fact  that  we  can  tax  commuters.  My  answer  to  that  would 
be  we  would  be  happy  for  that  type  of  situation. 

Mrs.  SwANSON.  League  of  Women  Voters  took  a  stand  on  the  com- 
muter tax  in  1970  and  found  it  both  equitable  and  reasonable,  so  we 
would  not  object  to  that. 

.  Mr.  McKinney.  It  seems  to  me  that  a  commuter  tax  which  would  be 
imposed  would  have  to  become  a  reciprocal  factor  in  Maryland  and 
Virginia  whether  they  liked  it  or  not,  almost.  It  would  be  a  fairer  ap- 
portionment of  taxation  than  a  tax  on  business,  which  is  not  always 
totally  equitable,  and  which  can  be  monkeyed  with,  with  exceptions 
and  costs,  and  also  is  not  reciprocal  within  those  States  which  already 
receive  a  large  tax  income  from  people  who  make  their  living  within 
the  District  of  Columbia. 

Thank  you  very  much. 

Mr.  Mazzoli.  Congressman  Fauntroy  ? 

Mr.  Fauntroy.  I  am  very  much  encouraged  by  the  gentleman  from 
Connecticut's  suggestion  about  the  commuter  tax  question.  It  may  be 
that  this  Congress  is  the  one  in  the  mood  to  deal  with  that. 


Digitized  by 


Google 


117 

Mr.  McKiNNEY.  I  would  add  that  my  residents  have  been  paying  a 
New  York  City  and  New  York  State  commuter  tax  for  a  great  many 
years,  and  they  seem  to  have  survived  under  the  blow. 

Now  it  is  beginning  to  change.  There  are  more  New  Yorkers  coming 
into  my  district  to  work  than  there  are  going  out  of  my  district. 

UNINCORPORATED   BUSINESS   TAX 

Mr.  Fauntroy.  I  want  to  commend  the  panel  for  the  support  that 
they  have  given  of  the  well-considered  work  and  judgment  of  the  lo- 
cally elected  government.  In  connection  with  the  previous  question,  I 
would  simply  want  to  see  if  any  of  you  interpret  the  unincorporated 
business  tax  paid  since  1947  by  businessmen  and  women  who  lived  in 
the  suburbs  as  a  commuter  tax  ? 

Mr.  EwELL.  It  has  been  discussed  here  as  to  whether  business  taxes 
are  income  taxes  or  not.  I  think  that  the  technicalities  of  the  tax  laws 
and  statutes  are  things  that  have  to  be  taken  into  consideration.  Legis- 
lative writers  have  to  deal  with  this  more  specifically  than  I  think  those 
of  us  who  deal  with  civic  associations  could,  or  other  related 
organizations. 

So  the  pure  decision  between  what  is  an  income  tax  and  what  is  a 
business  tax  is  something  that  has  to  be  legally  interpreted.  As  far  as 
I  am  concerned  with  a  layman's  point  of  view,  I  would  not  construe  a 
business  tax  as  being  an  income  tax. 

They  are  two  different  creatures.  The  tax  on  unincorporated  busi- 
nesses other  than  professional  businesses  as  far  as  I  am  concerned  is  a 
business  tax  and  not  an  income  tax. 

It  is  a  tax  for  doing  business. 

Mr.  Fauntroy.  I  think  you  understand  my  problem  with  the  sugges- 
tion that  the  proposed  tax  on  unincorporated  business  professionals  is 
somehow  a  commuter  tax.  This  suggests  that  the  District  Government 
has  been  in  violation  of  the  charter  for  some  20  or  more  years  and  that 
we  should  strike  the  whole  unincorporated  tax  if  the  interpretation  is 
that  this  is  a  commuter  tax. 

I  agree  that  we  must  move  to  a  commuter  tax  but  I  don't  think  that 
is  the  issue  here.  The  issue  is  whether  the  duly  elected  government  of 
the  District  of  Columbia  is  violating  the  charter  and  the  Constitution. 
That  is  a  very  clear  and  easy  to  answer  question  and  the  answer  is 
"No." 

We  have  no  choice  but  to  agree  as  a  committee  and  as  a  Congress  to 
agree  with  what  you  have  recommended  in  this  hearing. 

Thank  you. 

Mr.  Mazzoli.  I  have  no  further  questions.  Let  me  thank  the  panel  for 
appearing  and  for  your  help  and  your  testimony. 

That  concludes  our  business  this  morning.  The  subcommittee  will 
next  meet  at  9  a.m.  on  Friday  morning,  September  19, 1975,  to  continue 
the  consideration  of  this  subject. 

Thank  you. 

[Whereupon,  at  11 :50  a.m.  the  subcommittee  recessed,  to  reconvene 
at  9  a.m.,  Friday,  September  19, 1975.] 
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DISTRICT  OF  COLUMBIA  REVENUE  ACT  OF  1975 


FRIDAY,  SEPTEMBER   19,   1975 

House  of  Representatives, 
Sttbcommii-tee  ox  Fiscv\l  Affairs, 
Committee  ox  the  District  of  Colitmbia, 

Washington^  D.O, 

The  subcommittee  met,  pursuant  to  notice,  at  9 :15  a.m.,  in  room 
1310,  Longworth  House  Office  Building,  Representative  Romano  L, 
Mazzoli  (chairman  of  the  subcommittee)  presiding. 

Present :  Representatives  Mazzoli  and  Stuckey,  Delegate  Fauntroy, 
and  Representatives  Dan  Daniel,  McKinney,  Robert  Daniel,  and 
Whalen.  Also  Representatives  Harris  and  Harsha. 

Staff  present:  Michael  Nevens,  subcommittee  coimsel;  Barba,ra 
Chaves,  subcommiteee  minority  staff;  James  T.  Clark,  legislative 
counsel ;  Mark  Mathis,  minority  counsel ;  and  James  Christian,  deputy 
minority  counsel. 

Mr.  Mazzoli.  The  subcommittee  will  please  come  to  order.  Ladies 
and  gentlemen,  today  we  again  consider  the  District  of  Columbia 
Revenue  Act  of  1975  [Council  Act  No.  1-34],  and  specifically  the  ex- 
tension of  the  Unincorporated  lousiness  Franchise  Tax  to 
professionals. 

Our  responsibility  today  is,  as  I  view  it,  not  to  decide  whether  the 
tax  is  good  or  bad,  but  to  determine  if  the  city  acted  constitutionally, 
within  its  authority,  and  without  harmfully  impacting  the  Federal 
interest. 

If  we  ascertain  that  the  city  council  acted  within  the  limits  of  home 
rule,  then  in  my  judgment  we  must  support  their  right  to  levy  the  tax. 

We  have  with  us  today  for  a  statement  our  distinguished  colleague 
from  Arlington,  noithern  Virginia,  Congressman  Joe  Fisher. 

We  welcome  you.  We  have  your  statement  which  will  be  made  a 
part  of  the  record.  We  would  be  delighted  to  hear  from  you  on  the 
tax. 

STATEMENT  OF  HON.  JOSEPH  L.  FISHER,  A  REPRESENTATIVE  IN 
CONGRESS  FROM  THE  STATE  OF  VIRGINIA 

Mr.  Fisher.  Thank  you  very  much,  Mr.  Chairman. 

With  me  tJiis  morning  is  Mr.  John  G.  Milliken,  my  executive 
assistant  and  himself  a  tax  lawyer  who  has  practiced  in  the  District  of 
Columbia.  I  will  be  brief. 

This  is  the  first  major  piece  of  legislation  to  come  before  the  Con- 
gress since  the  District  was  granted  home  rule  and  began  enacting 
legislation  through  its  City  Council.  It  gives  us  all  an  opportunity  to 
determine  what  the  role  of  Congress  ought  to  be  under  home  rule. 

(110) 


Digitized  by 


Google 


120 

As  a  Member  of  Congress,  I  am  required  by  the  home  rule  charter 
to  consider  the  strong  Federal  interest  in  the  city.  I  must,  therefore, 
oppose  actions  and  policies  not  in  the  long-term  interest  of  the  Federal 
city- 

As  a  Member  of  Congress  representing  neighboring  jurisdictions  of 
half  a  million  people  whose  economic  center  is  the  Federal  city,  I  must 
be  concerned  with  the  Federal  city  as  it  affects  them.  I  am  the  only 
voice  these  taxpayers  have  on  matters  affecting  the  District  of 
Columbia. 

OPPOSES  UNINCORPORATED  BUSINESS  TAX 

The  tax  proposal  before  you  is  unacceptable  on  several  counts : 

TAX    IS    TOO    HIGH 

(1)  The  tax  is  simply  too  high.  Tlie  tax  is  way  out  of  line  in  terms 
of  similar  taxes,  not  only  in  the  neighboring  jurisdictions  but  also  in 
other  areas  throughout  the  co^mtr^^  Arlington  and  Fairfax  Counties 
each  tax  the  privilege  of  doing  business  within  their  borders.  This  t^x 
is  on  gross  receipts :  1  percent  in  Arlington  and  0.31  percent  in  Fairfax 
County.  The  District  of  Columbia  tax  is  12  percent  on  the  unexempted 
portion,  or  45  percent  on  income.  Tlius  the  effective  tax  rate  is  5.4 
percent  on  net. 

Translating  this  into  gross  receipts  terms  to  equate  it  with  the 
suburban  jurisdictions  it  is  a  tax  of  2.(  percent  on  gi*oss.  [For  a  typical 
law  firm  net  is  approximately  50  percent  of  gross.  This  may  or  may  not 
be  true  for  other  professions.]  Thus  it  is  a  tax  roughly  ninefold  that 
found  in  Fairfax.  No  city  in  the  Nation  imposes  similarly  severe  taxes 
on  nonresidents. 

New  York  comes  the  closest  but  even  its  tax  rate  for  nonresidents  is 
much  lower.  In  addition  to  the  inequity  of  this  excessively  high  tax, 
there  is  a  fuither  difficulty.  1  fear  its  long-range  effect  will  prove 
hannful  to  the  District  by  giving  cause  to  move  businesses  to  the 
suburbs. 

We  have  all  had  phone  calls  and  lettei-s  from  people  who  say  they 
are  tetering  on  the  edge  of  moving  out  to  Crystal  City. 

TAX  IS  DISCRIMINATORY 

(2)  The  tax  is  discriminatory,  falling  almost  entirely  on  non- 
residents who  have  no  representation  and  no  recourse  against  the  tax- 
ing authority,  it  is  easy  for  the  city  government  to  tax  those  who  cannot 
vote  for  or  against  them. 

The  tax  in  effect  imposes  no  additional  burden  on  a  District  of 
Columbia  resident  other  than  the  extent  to  which  the  business-privilege 
rate  is  higher  than  that  placed  on  ordinary  income.  But  it  does  impose 
a  double  tax  on  a  significant  portion  of  the  income  of  all  those  hit 
by  this  tax  who  live  in  Virginia  or  Maryland. 

TAX  IS  A  COMMUTER  TAX 

(3)  This  is  in  effect  a  commuter  tax.  Regardless  of  what  the  District 
chooses  ^o  call  it,  this  tax  falls  on  personal  income.  The  District  recog- 
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nizes  the  fact  that  when  it  exempts  all  income  taxed  under  the  new  pro- 
posal from  its  regular  income  tax. 

Such  a  tax  on  income  may  well  run  afoul  of  Section  602(a)  (5)  : 
Home  Kule  Act,  which  specifically  forbids  such  a  tax.  The  District 
government  seems  to  have  gone  to  some  lengths  to  label  and  dress  this 
tax  in  ways  to  avoid  its  being  upset.  But  Congress  clearly  places  com- 
muter taxes  off  limits  and  any  invasion  of  that,  however  slight,  makes 
the  matter  one  for  Congress  to  consider. 

It  may  well  be  that  without  the  placing  of  these  taxing  powers  off 
limits,  the  home  rule  bill  might  not  have  gotten  through. 

It  is  my  hope  that  these  congressional  hearings  can  lead  to  an  accep- 
table compromise  that  will  provide  revenue  the  District  of  Columbia 
needs  and  at  the  same  time  will  be  nondiscriminatory  and  set  a  level 
comparable  to  similar  taxes  imposed  in  neighboring  jurisdictions  and 
elsewhere  throughout  the  Nation. 

Failing  that,  Congress  should  disapprove  the  Kevenue  Act  of  1975. 1 
am  encouraged  by  the  initiatives  taken  by  the  D.C.  Council  to  come  to 
acceptable  compromise. 

My  colleague  from  Maryland,  Congressman  Gilbert  Gude,  has  in- 
troduced legislation  that  appears  to  be  a  reasonble  compromise.  Across 
the  board  fee  on  professionals  and  other  unincorporated  businesses, 
regardless  of  whether  the  individuals  live  in  the  District  of  Columbia 
or  not. 

The  Gude  bill  would  tax  all  professionals,  regardless  of  residence, 
but  exempt  80  percent  of  net  income.  That  would  bring  the  effective  tax 
rate  to  2.4  percent,  still  somewhat  high,  but  more  in  line  with  similar 
taxes  in  surrounding  jurisdictions.  The  bill  would  also  remove  from 
D.C.  law  the  business  tax  exemption  on  personal  income  tax,  which 
would  also  be  in  line  with  Virginia  and  Maryland. 

There  is  talk  of  other  proposals  for  compromise.  I  welcome  this.  But 
to  have  my  support  a  compromise  must  not  discriminate  against  sub- 
urban residents.  If  a  tax  is  to  be  levied  it  must  above  all  be  fair  and 
that  means  it  must  apply  to  District  residents  as  well  as  residents  of 
Virginia  or  Maryland. 

In  conclusion,  Mr.  Chairman,  it  is  most  important  that  in  this  first 
major  test  of  legislation  developed  under  home  rule  we  work  together 
in  a  constructive  and  cooperative  spirit.  Such  a  spirit  can  provide  a 
firm  basis  for  solving  the  problems  to  come. 

That  completes  my  testimony  and  I  would  ask  that  the  full  statement 
be  contained  in  the  record. 

Mr.  Mazzoli.  Without  objection  your  full  statement  will  be  made  a 
part  of  the  record.  I  want  to  thank  the  gentleman  for  his  statement 
today. 

[The  statement  follows :] 

[From  the  Congressional  Record,  Sept.  8.  1975] 
Testimony  of  Representative  Joseph  L.  Fisher  on  Revenue  Act  of  1975 

Shortly  before  Congress  left  for  its  August  recess,  the  District  of  Columbia 
submitted  to  the  Congress  for  its  review  the  Revenue  Act  of  1975.  Under  the 
Home  Rule  charter,  Congress  retains  ultimate  control  of  the  D.C.  budget.  Should 
Congress  choose  to  disapprove  a  budgetary  measure  enacted  by  the  D.C.  Gov- 
ernment, it  may  pass  a  resolution  of  disapproval  within  30  legislative  days  fol- 
lowing oflScial  submittal  of  the  measure.  Such  a  resolution  has  been  introduced  in 
the  House  of  Representatives.  Senate  hearings  on  the  Act  began  today.  House 
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hearings  are  scheduled  for  September  17  and  19.  The  deadline  for  Congressional 
Action  will  come  late  in  October. 

This  is  the  first  major  piece  of  legislation  to  come  before  the  Congress  since  the 
District  was  granted  Home  Rule  and  began  enacting  legislation  through  its  own 
popularly  elected  City  Council.  It  thus  gives  us  all  our  first  opportunity  to  deter- 
mine what  the  role  of  Congress  ought  to  be  under  Home  Rule. 

My  record  as  a  member  of  the  Arlington  County  Board  and  as  a  member  and 
chairman  of  the  Metropolitan  Council  of  Governments  is  one  of  strong  support 
for  Home  Rule.  I  have  consistently  urged  self-government  for  the  District  of 
Columbia.  That  position  will  not  change.  Consistent  with  that,  Congress  con- 
tinues to  have  a  role  in  the  formulation  of  legislation  for  the  District  of 
Columbia. 

As  a  member  of  the  Congress  representing  neighboring  jurisdictions  of  half  a 
million  people  whose  economic  center  is  the  Federal  city,  I  must  be  concerned 
with  the  Federal  city  as  it  affects  them.  I  am  the  only  voice  these  taxpayers  have 
on  matters  affecting  the  District  of  Columbia. 

This  role  has  yet  another  dimension.  As  a  Member  of  Congress,  I  am  required 
by  the  Home  Rule  charter  to  consider  the  strong  Federal  interest  in  the  city. 
A  significant  portion  of  Federal  money  is  involved  in  the  D.C.  budget.  As  the  city 
suffers,  so  does  the  Federal  Government.  I  must,  therefore,  oppose  actions  and 
policies  not  in  the  long  term  interest  of  the  Federal  city. 

It  is  in  this  context  that  I  approach  the  1975  Revenue  Act,  which  originated 
^larch  10  when  the  Mayor  submitted  his  proposed  tax  package  to  the  City  Coun- 
cil. The  Committee  on  Finance  and  Revenue  developed  a  substitute  package 
which  the  Council  adopted  on  first  reading  June  10. 

The  major  element  of  the  Council-passed  version  was  an  increase  in  the  bus- 
iness income  tax  from  eight  to  twelve  percent  for  the  current  year — ^that  is, 
retroactive  to  January  1,  1975.  A  corollary  to  this  was  the  removal  of  the  tra- 
ditional exemption  from  business  income  taxes  for  income  earned  from  personal 
service  businesses,  most  notably  lawyers,  doctors,  etc.,  but  also  including  pro- 
fessional nurses,  small  contractors  and  repair  shops.  The  exemption  had  stood  for 
anyone  whose  income  was  80  percent  or  more  derived  from  personal  service  as 
opposed  to  capital  investment  such  as  inventory  or  plant  and  equipment.  The  dis- 
tinctive treatment  afforded  the  two  kinds  of  businesses  has  long  been  recognized 
in  federal  and  local  tax  law.  These  changes,  and  others  were  in  substitution  for 
an  across  the  board  tax  on  gross  receipts  which  had  been  proposed  by  the  Mayor. 
Although  hearings  were  held  on  the  Mayor's  proposal,  no  hearings  were  held  on 
the  Council  substitute. 

With  the  exception  of  the  one  year  increase  in  the  corporate  income  tax,  the 
removal  of  the  exemption  for  personal  service  businesses  was  projected  to  pro- 
duce the  largest  block  of  income  of  any  of  the  19  items  in  the  Revenue  Act — an 
estimated  $8  million.  The  original  proposal  allowed  up  to  twenty  percent  of  the 
income  from  a  business  to  be  exempted  from  the  tax.  This  was  later  raised  to 
exempt  fifty-five  percent. 

In  order  to  assess  the  new  tax  proposal,  we  will  invent  three  fictitious  tax- 
payers. The  first  is  the  D.C.  Corporation,  which,  under  the  proposal,  would  have 
its  income  taxed  at  12  percent.  But  as  a  corporation,  it  is  allowed  to  deduct  sala- 
ries to  its  oflScers  before  it  determines  taxable  income  (subject  only  to  the  stand- 
ard that  those  salaries  be  reasonable).  Thus,  the  personal  income  of  the  President 
of  the  D.C.  Corporation  is  not  subject  to  the  tax.  Instead,  that  income  is  taxed  by 
the  jurisdiction  of  residence  of  the  president — ^be  that  the  District,  Virginia,  or 
Maryland.  The  profits  of  the  corporation  are  taxed  at  the  new  12  percent  rate. 

Taxpayer  Two  is  a  partner  in  a  law  firm  located  in  the  District  and  is  a  resident 
of  the  District.  Under  the  new  proposal,  12  percent  tax  would  be  levied  on  the 
income  of  the  partnership.  In  a  partnership,  income  is  computed  before  the  part- 
ners are  compensated.  Therefore,  the  tax  falls  directly  on  personal  income  of  the 
partners.  The  Act  would  permit  Taxpayer  Two,  D.C.  lawyer,  D.C.  resident,  to  ex- 
empt fifty-five  percent  of  his  income,  with  the  twelve  percent  rate  applying  to 
the  remaining  forty-five  percent  of  his  income.  As  a  District  resident,  he  pays  a 
personal  income  tax  as  well — but  only  on  that  portion  of  his  income  exempt  from 
the  business  income  tax.  Thus,  his  entire  income  is  subject  to  tax  only  once. 

Taxpayer  Number  Three  is  a  partner  in  the  same  law  firm  but  lives  in  Virginia. 
Fr)rty-five  percent  of  his  income  is  subject  to  the  D.C.  business  tax.  just  as  is  his 
partner's.  But  because  he  cannot  take  advantage  of  the  loophole  given  D.C.  resi- 
dents, his  entire  income  is  subject  to  tax  by  Virginia.  He  gets  taxed  twice  on 
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nearly  half  his  income,  while  his  D.C.  partner  escapes  such  double  taxation.  In 
short,  the  District  has  devised  a  tax  that  taxes  everyone  but  their  own  constitu- 
ents. It  taxes  people  who  have  no  recourse  against  the  taxing  authority. 

With  this  as  background,  let's  take  a  look  at  the  tax  proposal.  It  is  unacceptable 
on  several  counts : 

1.  It  is  simply  too  high.  The  tax  is  way  out  of  line  in  terms  of  similar  taxes,  not 
only  in  the  neighboring  jurisdictions  but  also  in  other  areas  throughout  the 
country.  Arlington  and  Fairfax  Counties  each  tax  the  privilege  of  doing  business 
within  their  borders.  This  tax  is  on  gross  receipts :  1  percent  in  Arlington  and 
.31%  in  Fairfax  County.  The  D.C.  tax  is  12  percent  on  the  unexempted  portion, 
or  45%  of  income.  Thus,  the  effective  tax  rate  is  5.4%  on  net.  Translating  this  into 
gross  receipts  terms  to  equate  it  with  the  suburban  jurisdictions,  it  is  a  tax  of 
2.7%  on  gross.  (For  a  typical  law  firm,  net  is  approximately  50%  of  gross.  This 
may  or  may  not  be  true  for  other  professions).  Thus  it  is  a  tax  roughly  nine- 
fold that  found  in  Fairfax.  No  city  in  the  nation  imposes  similarly  severe  taxes 
on  non-residents.  New  York  comes  the  closest  but  even  its  tax  rate  for  nonresi- 
dents is  much  lower.  In  addition  to  the  inequity  of  this  excessively  high  tax, 
there  is  a  further  diflaculty :  I  fear  its  long-range  effect  will  prove  harmful  to 
the  District. 

Going  back  to  my  earlier  hypothetical  example :  Taxpayer  Three,  the  lawyer  in 
the  District  who  lives  in  Virginia,  will  pay  his  tax  this  year.  He  has  no  choice. 
Next  year  he  will  not  pay  the  tax.  He  will  have  moved  his  business  to  Virginia. 
As  welcome  as  he  would  be  in  the  countries  that  make  up  my  Congressional  Dis- 
trict, I  fear  that  such  moves  would  undermine  the  long-range  stability  of  the  Fed- 
eral city.  And  that  is  something  that  must  concern  Congress. 

2.  The  tax  is  discriminatory,  falling  almost  entirely  on  non-residents  who  have 
no  representation  and  no  recourse  against  the  taxing  authority.  It  is  easy  for  the 
City  government  to  tax  those  who  cannot  vote  for  or  against  them.  The  tax,  in 
effect,  imposes  no  additional  burden  on  a  D.C.  resident  other  than  the  extent  to 
which  the  business  privilege  rate  is  higher  than  that  placed  on  ordinary  income. 
But  it  does  impose  a  double  tax  on  a  significant  portion  of  the  income  of  all  those 
hit  by  this  tax  who  live  in  Virginia  or  Maryland. 

3.  This  is,  in  effect,  a  commuter  tax.  Regardless  of  what  the  District  chooses 
to  call  it,  this  tax  falls  on  personal  income.  The  District  recognizes  that  fact 
when  it  exempts  all  income  taxed  under  the  new  proposal  from  its  regular  in- 
come tax.  Such  a  tax  on  income  may  well  run  afoul  of  Section  602(a)  (5)  of  the 
Home  Rule  Act  which  specifically  forbids  such  a  tax.  The  District  government 
seems  to  have  gone  to  some  lengths  to  label  and  dress  this  tax  in  a  way  to  avoid 
its  being  upset.  But  Congress  clearly  places  commuter  taxes  off  limits  and  any 
invasion  of  that,  however  slight,  makes  the  matter  one  for  Congress  to  consider. 

It  is  my  hope  that  the  Congressional  hearings  can  lead  to  an  acceptable  com- 
promise that  will  provide  revenue  the  District  of  Columbia  needs  and  at  the  same 
time  will  be  non-discriminatory  and  set  at  a  level  comparable  to  similar  taxes 
imposed  in  neighboring  jurisdictions  and  elsewhere  throughout  the  nation.  Fail- 
ing that.  Congress  should  disapprove  the  Revenue  Act  of  1975. 

My  colleague  from  Maryland,  Congressman  Gilbert  Gude,  today  introduced 
legislation  that  appears  to  be  a  reasonable  compromise.  It  would  replace  the  tax 
in  the  Council's  tax  act  with  a  smaller,  across-the-board  fee  on  professionals  and 
other  unincorporated  businesses,  regardless  of  whether  the  individuals  live  in  the 
District  of  Columbia  or  not.  The  Gude  bill  would  tax  all  professionals,  regardless 
of  residence,  but  exempt  80%  of  net  income.  That  would  bring  the  effective  tax 
rate  to  2.4%,  still  somewhat  high,  but  more  in  line  with  similar  taxes  in  surround- 
ing jurisdictions.  The  bill  would  also  remove  from  D.C.  law  the  business  tax 
exemption  on  personal  income  tax,  which  would  also  be  in  line  with  Virginia  and 
Maryland. 

Perhaps  other  alternatives  will  emerge  in  the  next  few  weeks.  It  is  most  im- 
portant that  in  this  first  major  test  of  legislation  developed  under  Home  Rule 
we  work  together  in  a  constructive  and  cooperative  spirit.  Such  a  spirit  can  pro- 
vide a  firm  basis  for  solving  the  problems  to  come. 

Mr.  Mazzoli.  I  would  like  to  mention  to  the  members  of  the  sub- 
committee that  because  of  time  constraints,  we  will  limit  ourselves  to 
5  minutes  on  our  discussion. 

I  agree  with  you  that  there  is  a  need  to  have  fairness  in  anything 
that  is  done  in  the  District  of  Columbia,  but  if  I  might  make  this  ob- 
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servation,  it  would  seem  that  you  are  measuring  fairness  by  what  is 
done  in  Virginia  and  Maryland,  as  I  would  think  that  you  would 
naturally  do,  rather  than  fairness  as  viewed  from  the  perspective  of 
the  District  of  Columbia. 

Am  I  misreading  your  statement  or  is  that  a  fair  observation  ? 

Mr.  Fisher.  Obviously,  I  am  concerned  about  fairness  in  my  own 
jurisdiction  but  I  believe  I  am  concerned  about  fairness  all  around.  I 
would  hope  that  we  could  find  a  solution  here  such  that  these  pro- 
fessionals covered  by  the  tax  would  be  burdened  by  tax  more  or  less 
evenly  no  matter  where  they  live. 

Mr.  Mazzoli.  You  mentioned  that  you  have  some  mixed  emotion  be- 
cause you  would -not  mind  some  of  the  lawyers  moving  to  Crystal  City 
but  at  the  same  time  that  might  be  the  natural  effect  of  the  applying 
of  this  tax. 

Do  you  really  believe  that  many  lawyers  who  practice  law  would 
or  could  move  to  Virginia  ? 

Mr.  Fisher.  Yes,  I  do.  It  would  not  happen  overnight  but  as  they 
come  to  make  decisions,  I  believe  that  that  would  happen  in  quite  a 
few  cases.  Bear  in  mind  that  Crystal  City  and  Kosslyn  and  perhaps 
some  parts  of  Montgomery  County  and  so  forth  are  in  a  business  sense 
part  of  the  central  city. 

They  are  not  within  the  political  jurisdiction  of  the  central  city,  but 
Crystal  City  is  closer  to  the  airport.  It  is  less  than  10  minutes  from 
where  we  are  sitting  now.  In  most  respects  it  is  part  of  the  central  city. 

Many,  many  law  firms  and  accounting  firms  and  so  forth  can  do 
business  in  the  metropolitan  region  just  as  well  there  as  they  can 
downtown. 

Mr.  Mazzolt.  I  appreciate  your  comments.  I  personally  have  a  little 
different  view  but  who  knows  who  is  correct  ?  It  would  seem  to  me  that 
the  prestige  of  practicing  in  Washington,  D.C.,  is  an  unmistakable  ad- 
vantage when  you  are  trying  to  influence  people  and  legislation. 

I  would  not  sav  that  there  is  not  a  great  deal  of  status  to  be  from  the 
gentleman's  district,  but  I  would  say  that  a  Washington,  D.C.,  mailing 
address  might  assist  these  people  in  making  their  pitch  to  their  clients. 

Mr.  Fisher.  Mr.  Chairman,  you  will  permit  me  to  say  that  an  Arling- 
ton address  is  a  prestigious  address.  [Laughter.] 

I  would  like  to  add  that  the  Patent  Office  is  located  in  Crystal  City 
and  that  generates  a  great  deal  of  legal  business.  The  Pentagon  and 
all  of  the  satellite  services  and  research  organizations,  most  of  them, 
are  in  Virginia.  They  generate  a  great  deal  of  business. 

H.R.    9471 

Mr.  Mazzoli.  Mr.  Congressman,  let  me  ask  you  this  question :  You 
mentioned  that  you  thought  that  Congressman  Gude's  bill  [H.R.  9471] 
was  at  least  one  possible  alternative  as  a  compromise  and  a  way  out  of 
this  impasse  or  this  confrontation. 

In  what  way  does  it  solve  your  problems  with  regard  to  commuter 
taxes  ?  In  what  way  does  his  bill  solve  your  problem  with  regard  to 
fairness  ? 

Mr.  Fisher.  In  the  first  place  it  would  replace  the  tax  now  before 
us  with  a  smaller  tax  that  would  go  across  the  board,  be  levied  on  every- 
body. It  would  exempt  80  percent  and  it  would  remove  the  special  dis- 
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criminatory  feature  which  in  a  way  results  in  double  taxation  on  a 
portion  of  professional  income  of  this  kind  earned  by  a  Virginia  or 
Maryland  resident  who  works  in  the  District  of  Columbia  of  45 
percent. 

Mr.  Mazzoli.  I  would  just  ask  one  last  question  and  that  is  do  you 
have  any  fear  or  unease  about  the  precedent  that  would  be  established 
by  the  Gude  bill  in  changing  a  City  Council  bill  and  as  an  adjunct  to 
that  to  change  it  by  removing  from  the  books  what  apparently  has 
been  on  the  books  with  regard  to  this  tax  since  1947. 

Mr.  Fisher.  I  do  have  concern  about  that.  I  am  a  champion  of  home 
rule.  I  am  long  since  on  the  record.  I  served  as  chairman  of  the  Council 
of  Governments  in  this  metropolitan  region  and  so  forth.  Therefore,  I 
would  hope  very  much  that  we  could  find  an  acceptable  compromise 
without  going  down  to  the  wire  to  some  kind  of  shoot  out  on  this. 

I  would  much  prefer  that  we  talk  about  compromises  that  will  meet 
my  objections  and  the  objections  of  Congressman  Gude  and  many 
others.  I  would  hope  very  much  for  that.  I  do  not  want  to  have  this 
first  substantial  case  under  the  home  rule  bill  result  in  a  standoff.  It 
would  be  most  unfortunate. 

Mr.  Mazzoli.  The  gentleman  from  Ohio,  Mr.  Harsha,  has  joined 
us.  If  the  gentleman  wishes,  he  may  deliver  his  statement  now. 

Mr.  Harsha.  I  will  be  happy  to  withhold. 

Mr.  Mazzoli.  The  gentleman  from  Connecticut,  Mr.  McKiimey. 

Mr.  McKiNNEY.  I  find  myself  in  a  very  difficult  position  as  does  the 
chairman  because  of  my  strong  advocacies  of  home  rule.  But  I  come 
from  the  next  district  to  New  York  and  used  to  live  in  what  was  con- 
sidered the  most  prestigious  address  in  the  United  States  of  America. 

experience   in    new  YORK  CITY 

In  fact  it  is  estimated  that  when  Europeans  are  asked  for  their  image 
of  the  United  States,  over  65  percent  of  them  pick  New  York  City.  Yet 
from  this  most  prestigious  address  in  my  own  district  alone  in  just  the 
last  5  years  we  have  received  the  corporate  headquarters  of  Stauffer 
Chemical,  Olin  Corporation,  U.S.  Tobacco,  American  Can,  and  I  think 
you  will  probably  see  within  a  short  amount  of  time  the  American 
Stock  Exchange  not  to  be  followed  too  much  further  by  the  New  York 
Stock  Exchange  itself. 

IMPACT   OF   TAX 

In  other  words,  the  most  prestigious  address  for  business  in  the 
entire  world  has  ceased  to  be  a  prestigious  address.  What  bothers  me  is 
that  CiTStal  City  and  Arlington  were  not  even  there  awhile  back. 
Through  GSA  leases,  they  have  thrived  I  think  in  a  way  no  one  ever 
believed  possible. 

I  am  really  concerned  that  this  type  of  added  tax  is  just  one  more 
straw  that  removes  the  taxpaying  business  base  from  a  city. 

I  think  the  figui*es  which  I  put  in  the  record  of  the  removal  of  No.  1 
jobs,  and  No.  2  tax  base  with  each  percentage  point  that  New  York  City 
added  to  its  sales  tax,  and  added  to  its  professional  business  tax  are 
staggering  beyond  definition. 

I  was  interested  in  that  part  of  your  testimony  because  even  though 
I  have  asked  the  City  Council  and  the  tax  department  for  comparative 
figures  I  have  not  yet  received  them. 
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I  think  your  testimony  clearly  points  out  that  should  a  law  firm 
decide  to  relocate,  this  tax  could  be  one  of  the  major  reasons,  not  just 
because  it  is  so  high  at  the  moment  but  because  once  imposed,  it  is 
something  that  could  continue  to  mount. 

I  too  believe  that  with  present  transportation  facilities,  it  takes  less 
time  to  get  from  Capitol  Hill  to  Crystal  City  than  it  does  to  get  to 
Capitol  Hill  from  19th  and  K.  I  laugh  about  the  prestigious  address 
because  a  gentleman  from  this  committee,  Mr.  Rees,  lives  outside  of 
Washington  and  still  has  a  Washington  mailing  address. 

I  am  sure  if  a  law  firm  were  so  interested  in  having  a  Washington 
mailing  address,  he  could  have  a  messenger  stop  at  the  post  office  each 
morning  and  bring  the  mail. 

Thank  you  for  your  testimony. 

Mr.  Mazzoli.  Mr.  Dellums? 

Mr.  Dellums.  Congressman  Fisher,  you  indicate  in  your  opening 
statement  that  the  tax  proposal  before  this  committee  is  unacceptable 
on  several  counts :  (1)  it  is  too  high,  (2)  the  tax  is  discriminatory,  and 
(3) ,  it  is  in  effect  a  commuter  tax. 

On  the  last  point  I  would  suggest  to  you  it  is  either  a  commuter 
tax  or  it  is  not.  Politicians  often  use  ''in  effect."  That  requires  some 
precise  definition.  I  think  we  have  a  responsibility  here  to  maintain  the 
integrity  of  the  Home  Rule  Act. 

It  would  seem  to  me  that  this  is  a  precedent  setting  action  that  we 
take  and  I  think  we  should  do  it  with  extraordinary  prudence.  There 
are  two  tests  upon  which  we  should  determine  our  actions  in  this 
regard. 

CHARTER  VIOLATION 

One :  If  it  is  a  violation  of  the  Home  Rule  Charter  and  I  don't  see 
anything  in  your  statement  that  justifies  that  definition  of  violation  of 
Home  Rule  Charter. 

Second:  You  allude  to  interest  in  the  Federal  City.  I  personally  do 
not  believe  that  you  have  made  a  substantial  argument  that  this  in 
effect  is — that  this  is  in  fact  an  argument  that  points  out  clearly  that 
the  Federal  interest  is  in  any  way  jeopardized. 

FEDERAL   INTEREST 

What  is  your  definition  of  the  Federal  interest  and  can  you  give 
me  some  other  arguments  that  are  not  on  this  paper  that  would  lead 
me  to  believe  that  this  committee  should  take  action  based  upon  only 
two  actions — the  only  two  situations  that  would  dictate  our  action, 
first  if  the  Federal  interest  is  in  any  way  jeopardized  and  second  if 
this  is  in  fact,  not  in  effect,  a  violation  of  the  Home  Rule  Charter. 

First  would  you  start  with  your  definition  of  the  Federal  interest 
and  second  can  you  tell  me  where  this  proposal  meets  those  two  tests! 

Mr.  FisiiER.  Well,  the  Federal  interest  stems  from  the  fact  that  this 
is  the  National  Capital,  and  the  whole  country  has  an  interest  that 
the  District  of  Columbia  be  a  successful  operation,  financially  and  in 
all  other  ways. 

Mr.  Dellums.  It  would  seem  to  me  that  the  definition  of  the  Federal 
interest  is  the  interest  of  American  people  in  the  Federal  operation, 
the  Government,  of  the  United  States.  The  executive,  the  judicial,  and 
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the  legislative  branches,  it  seems  to  me  that  is  what  the  Federal  inter- 
est is  all  about,  the  American's  interest  in  the  machinery  of  the 
Government. 

What  brought  the  District  of  Columbia  into  existence  in  the  first 
place  is  that  no  local  agency  or  no  local  branch  of  government  or  group 
could  thwart  the  machinery  of  the  Federal  Government.  I  don't  under- 
stand the  Federal  interest  on  14th  Street,  15th  Street  or  16th  Street 
or  some  other  place. 

It  does  not  seem  to  me  that  that  definition  of  Federal  interest  is 
really  accurate  in  any  way. 

Mr.  Fisher.  I  would  maintain  that  the  whole  country  has  an  interest 
that  its  National  Capital  do  well,  and  be  a  credit  to  the  whole  country 
in  every  respect. 

I  think  that  interest  has  been  expressed  over  the  years  and  still  is 
even  as  home  rule  more  and  more  comes  to  be  characteristic  of  this 
area.  We  could  probably  argue  that  back  and  forth  exactly  how  that 
should  be  expressed  in  the  modern  context. 

Then  coming  to  your  second  question  about  the  commuter  tax — I 
don't  know  if  the  proposed  tax  on  professionals — professional  income 
would  be  judged  inconsistent  with  the  Home  Rule  Act. 

I  say  in  my  testimony  it  may  well  run  afoul  of  it.  That  would  have 
to  be  determined.  I  do  believe  that  as  I  said  in  effect,  realistically,  the 
proposed  tax  is  a  tax  on  professional  income.  It  seems  to  me  there  can 
be  little  question  that  that  is  where  it  comes  to  rest. 

Mr.  Mazzoli.  The  gentleman's  time  has  expired.  The  gentleman 
from  Virginia,  Mr.  Robert  W.  Daniel,  Jr. 

OPPOSES   UNINCORPORATED  BUSINESS   TAX 

Mr.  Robert  W.  Daniel,  Jr.  I  would  like  to  commend  my  colleagues 
from  Virginia  for  what  I  consider  an  excellent  statement.  I  think  the 
tax  is  too  high.  It  is  discriminatory.  It  would  narrow  the  tax  base  or 
tend  to  do  that  over  the  years.  I  think  that  the  gentleman's  experience 
and  perspective  in  local  government  and  taxation  and  economic  mat- 
ters clearly  shows  in  the  statement. 

I  would  just,  in  the  interest  of  time,  be  very  brief  but  would  like  to 
say,  on  the  comments  of  the  gentleman  from  California,  Mr.  Dellums, 
that  I  don't  see  how  the  integrity  of  the  Home  Rule  Act  can  be  en- 
hanced by  this  piece  of  legislation  which  many  people  consider  vital 
to  the  Home  Rule  Act,  specifically  section  602,  with  the  prohibition  on 
imposition  of  any  tax  on  the  whole  or  any  part  of  personal  income 
either  directly  or  at  the  source  thereof  of  any  individual  not  a  resident 
of  the  District. 

We  can  engage  in  semantics  on  this  and  try  to  say  this  means  things 
what  it  does  not  say,  but  to  me  it  edges  into  violating  this  provision. 
I  don't  think  that  does  much  for  the  integrity  of  the  law. 

Mr.  Dellums.  First  of  all  I  think  it  is  our  responsibility  to  act  with 
precision,  not  on  supposition.  You  either  are  saying  that  this  tax  is  in 
fact  a  legal  violation  of  the  Home  Rule  Act  or — let  me  answer  and 
say — politically  it  would  appear  to  some  of  my  constituents  as  a  com- 
muter tax. 

I  could  respect  that.  But  I  don't  think  we  ought  to  cloud  this  matter 
by  sliding  over  the  legal  question.  It  is  either  a  commuter  tax  or  it  is 
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not,  and  the  precedent  is  already  there.  People  in  Maryland  and  Vir- 
ginia are  already  paying  a  very  similar  tax. 

This  just  includes  another  group  into  that  tax.  It  is  a  legal  question 
or  it  is  a  political  question.  If  you  want  to  argue  politics,  we  can  pos- 
ture ourselves.  If  you  want  to  raise  a  legal  question,  I  would  like  the 
gentleman  to  give  me  the  precise  areas  there  in  which  this  tax  is  con- 
sidered a  commuter  tax  in  direct  violation  of  the  Home  Rule  Act. 

Mr.  Robert  W.  Daniel,  Jr.  I  don't  think  I  have  any  constituents 
who  commute  to  the  District.  At  a  minimum  it  would  be  140  miles. 
Second,  I  am  not  going  to  assume  unto  myself  the  function  of  a  court 
of  law.  The  language  in  section  602  is  quite  clear. 

If  it  is  proper  to  impose  a  tax  based  on  income  in  the  District,  there 
should  be  some  amendment  to  the  basic  law  so  that  we  have  no 
shadow  of  violating  the  law  that  we  passod  last  year.  Clearly,  many 
responsible  people  question  or  feel  that  this  is  a  tax  on  income  and 
manv  responsible  people  do  consider  this  to  be  so. 
We  should  eliminate  this  shadow. 
Mr.  Fauntroy.  Will  the  gentleman  yield? 

The  gentleman  is  aware  that  there  are  residents  of  the  neighboring 
suburbs  who  have  been  paying  this  tax  since  1947  and  if  your  con- 
tentions about  this  being  in  fact  a  commuter  tax  is  true,  then  we  have 
been  in  violation  of  the  section  for  now  nearly  20  years. 

Mr.  Robert  W.  Daniel,  Jr.  Well,  this  was — first  of  all,  I  did  not 
use  the  term  commuter  tax  at  all  today.  The  1947  act  as  I  am  sure 
the  gentleman  well  knows,  was  passed  by  the  Congress  of  the  United 
States  and  not  the  City  Council  of  Washington. 

Mr.  Fauntroy.  Congress  has  the  privilege  of  correcting  itself  if 
your  contention  is  accurate  also. 

Mr.  Robert  W.  Danieu  Jr.  The  Home  Rule  Act  was  passed  in  1974 
and  the  act  we  are  talking  about  was  passed  in  1947. 

Mr.  McKinney.  What  confuses  me  is — I  am  not  a  lawyer  but  I 
would  love  a  definition.  My  understanding  is  that  a  corporation  is  an 
entity  under  the  law  but  a  group  of  partners  are  not  considered  an 
entity  and  are  in  fact  considered  individuals  which  is  one  of  the 
muddier  parts  of  this  thing  which  is  going  to  take  us  to  court. 

Mr.  Mazzoli.  In  order  to  address  our  comments  to  the  gentleman 
from  Connecticut,  the  next  person  on  our  agenda  this  morning  is  a 
gentleman  who  has  extensive  background  in  taxes. 

I  think  he  might  shed  some  light  on  the  propriety  or  impropriety 
of  this  as  a  tax.  I  would  only  say  that  in  1957  the  Maryland  Appellate 
Court  in  Gardell^a  v  Comptroller  indicated  generally  that  franchise 
taxes  and  so  forth  are  not  income  taxes  even  though  measured  on  the 
basis  of  income. 

You  can  measure  a  tax  on  income  and  at  the  same  time  that  tax 
does  not  itself  become  an  income  tax.  The  gentleman  from  Virginia, 
Mr.  Dan  Daniel  is  recognized. 

Mr.  Dan  Daniel.  I  want  to  thank  my  colleague  from  Virginia. 
He  cleared  up  a  lot  of  questions  in  my  mind  by  his  testimony  and 
I  thank  you  for  it. 

GROSS   receipts   TAX 

If  I  understood  you  correctly,  you  said  that  you  preferred  a  gross- 
receipts  tax  over  a  professional  tax.  Would  you  expand  on  that  a  bit  ? 
Did  I  misunderstand  you? 
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Mr.  Fisher.  I  don't  necessarily  prefer  that.  There  are  many  diffi- 
culties with  a  gross-receipts  tax  such  as  my  own  county  levies. 

Mr.  Dan  Daniel.  Would  you  address  the  question  anyhow? 

Mr.  Fisher.  I  would  not  favor  a  tax  on  gross  receipts.  It  makes 
no  distinction  between  firms  that  have  a  good  net  position  and  those 
who  do  not. 

It  can  be  most  unfair,  but  the  tax  diversion  that  Mr.  Gude  pro- 
poses it  seems  to  me  to  get  around  that  adequately  and  does  not  fall 
into  that  trap. 

impact  of  tax 

Mr.  Dan  Daniel.  Mr.  Chairman,  I  don't  have  any  more  questions 
but  I  do  have  one  observation.  It  seems  to  me  that  there  is  a  program 
in  the  District  of  Columbia  now  to  encourage  residents  to  remain  in 
the  District  rather  than  moving  out  of  the  central  city. 

This  seems  to  me  to  run  counter,  this  bill  runs  counter  to  that 
proposed  policy.  I  yield  the  balance  of  my  time  to  the  gentleman 
from  the  District  of  Columbia,  Mr.  Fauntroy. 

Mr.  Mazzoli.  The  gentleman  from  the  District  is  recognized  for 
S  minutes  and  then  he  will  be  recognized  for  5  minutes  if  he  wishes. 

Mr.  Fauntroy.  I  yield  my  time  at  this  time. 

Mr.  Mazzou.  Mr.  Harsha? 

STATEMENT  OF  REPRESENTATIVE  WILLIAM  H.  HARSHA 

Mr.  Harsha.  Thank  you,  Mr.  Chairman. 

As  we  begin  the  second  day  of  hearings  on  House  Concurrent  Res- 
olution 370  and  other  resolutions,  I  would  like  to  emphasize  the  fact 
that  we  are  fulfilling  a  constitutional  responsibility. 

Under  the  Constitution  we  in  the  Congress  are  charged  with  the 
duty  of  legislating  for  the  District  of  Columbia.  By  passage  of  home 
rule  we  delegated  the  initial  responsibility  for  legislating  for  the 
District  to  the  local  government.  But  at  the  same  time,  we  retained 
the  right  to  review  any  and  all  legislation  enacted  by  that  local 
government. 

It  is  in  keeping  with  this  specific  retention  and  review  authority 
that  I  introduced  House  Concurrent  Resolution  370.  I  think  it  is 
most  essential,  Mr.  Chairman,  that  we  always  focus  on  the  fact  that 
Washington,  D.C.  is  a  city  with  a  verjr  unique  dual  character.  It  is 
the  residence  of  over  %  million  inhabitants.  But  at  the  same  time 
it  is  the  Capital  of  our  Nation  and  the  free  world. 

Those  who  are  entrusted  with  acting  on  legislation  must  be  mind- 
ful of  the  fact.  We  in  the  Congress  would  be  remiss  in  our  constitu- 
tional responsibility  as  legislators  for  the  Nation  if  we  were  to  stand 
idly  by  and  allow  any  legislation  detrimental  to  the  Capital  to  become 
law. 

I  for  one  don't  intend  to  be  so  remiss.  To  those  who  would  have  us 
believe  it  is  of  no  use  to  consult  Members  of  Congress  with  respect 
to  matters  affecting  the  dual  character  of  the  Nation's  Capital  I  say 
simply  that  they  are  mistaken. 

OPPOSES  unincorporated  business  tax 

Mr.  Chairman,  I  would  like  to  see  the  local  government  function  in 
everyone's  best  interests  under  home  rule.  However,  I  am  constrained 
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to  take  the  position  that  by  enacting  legislation  such  as  the  Revenue 
Act  of  1975,  with  its  exorbitant  and  confiscatory  tax,  the  District  of 
Columbia  Council  has  not  acted  in  the  best  interests  of  anyone. 

This  act  could  have  serious  consequences  for  the  people  of  the 
District  of  Columbia.  Certainly  the  need  for  revenue  should  not  foster 
ill-advised  and  expedient  solutions  such  as  the  unincorporated-busi- 
ness-f ranchise  tax  on  professionals. 

CHARTER    VIOLATION 

This  tax  is  as  presently  proposed  by  the  District  of  Columbia  City 
Council  in  my  judgment  clearly  violating  the  Home  Rule  Act  prohibit- 
ing commuter  taxes  on  nonresidents. 

We  may  play  word  games  and  make  legal  distinctions  but  the  real 
effect  of  this  measure  is  to  impose  a  discriminatory  tax  burden  on  a 
select  group  of  individuals. 

TAX  IS  EXORBITANT  AND  CONFISCATORY 

The  tax  is  also  exorbitant  and  confiscatory.  A  simple  comparison  of 
a  District  of  Columbia  resident  as  compared  to  a  commuter,  demon- 
strates that  the  District  of  Columbia  resident  tax  bill  would  be  far 
from  commensurate  with  the  services  they  receive. 

Offices  in  the  District  provide  employment  for  District  of  Columbia 
residents,  pay  some  property  taxes  as  well  as  generate  a  substantial 
amount  of  other  business  activity.  They  have  and  are  making  a  valu- 
able contribution  to  the  welfare  and  financial  security  of  the  District. 

Of  no  small  importance  to  this  issue  is  the  fact  that  a  significant 
number  of  professionals  do  business  in  the  District  because  of  the 
Federal  presence.  But  for  the  fact  that  this  is  the  case,  many  would  not 
be  here. 

At  the  same  time,  it  is  also  important  to  remember  that  many  pro- 
fessionals are  compelled  to  do  business  in  the  District  by  operation  of 
the  Federal  laws  and  processes  of  various  Federal  agencies  and  de- 
partments. Are  these  individuals  to  be  unfairly  penalized  because  of 
these  factors  over  which  they  have  no  control  ? 

Fairness  it  seems  to  me  dictates  that  this  not  be  the  case.  In  conclu- 
sion, Mr.  Chairman,  I  earnestly  hope  we  can  resolve  this  entire  matter 
in  a  manner  which  gives  recognition  to  the  delegated  authority  of  the 
local  government,  preserves  the  prerogatives  of  the  Congress  and  gives 
the  District  the  revenue  it  needs. 

IMPACT    OF    TAX 

While  it  is  true  that  the  legal  profession  has  some  incentive  to  stay 
in  the  District  of  Columbia  because  of  the  closeness  of  the  Federal 
agencies  and  the  Federal  Government  and  the  regulatory  agencies  but 
as  so  aptly  pointed  out  by  my  colleague  from  Connecticut,  that  incen- 
tive is  not  now  what  it  used  to  be  because  of  the  convenience  of  nearby 
Alexandria  and  Crystal  City  and  Rosslyn.  But  as  far  as  the  dental 
and  the  medical  profession  is  concerned,  that  incentive  does  not  exist. 

I  am  concerned  that  with  this  tax,  there  will  be  an  exodus  from  the 
District  of  Columbia  by  the  medical  and  the  dental  profession.  If  that 
occurs,  that  will  only  be  to  the  detriment  of  th(i  local  citizens. 
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Mr.  Mazzoli.  I  thank  the  gentleman  for  his  statement  and  the  gentle- 
man's time  has  e^xpired. 

Mr.Whalen? 

Mr.  Whalen.  Thank  you,  Mr.  Chairman. 

I  say  to  my  colleague  I  am  sorry  I  did  not  hear  this  presentation 
but  I  have  had  an  opportunity  to  read  your  remarks. 

It  seems  to  me  that  the  issue  here  is  first  of  all,  the  definition  of  a 
franchise  tax  and  second  how  that  tax  is  treated  by  taxing  jurisdic- 
tions. Would  you  agree  that  a  true  franchise  tax  should  be  treated, 
except  by  other  jurisdictions,  as  a  deduction  rather  than  a  credit? 

STATEMENT  OP  REPRESENTATIVE  PISHER— Continued 

Mr.  Fisher.  Yes. 

Mr.  Whalen.  I  believe  this  is  customary. 

Mr.  Fisher.  Emphasizing  the  deduction  rather  than  the  credit. 

Mr.  Whalen.  I  don't  frankly  fault  Maryland  or  the  State  of  Vir- 
ginia for  allowing  the  franchise  tax  paid  in  the  District  of  Columbia 
to  be  treated  as  a  deduction  rather  than  a  credit. 

We  then  get  to  the  next  question  and  that  is  the  definition  of  a  fran- 
chise tax. 

I  raised  the  point  the  other  day  that  the  ones  I  have  been  most 
familiar  with  have  been  based  on  net  worth.  The  courts  have  held 
that  a  franchise  tax  based  on  net  income  is  a  reasonable  basis.  Would 
you  agree  that — ^would  you  agree  to  that  ? 

Mr.  Fisher.  Yes. 

Mr.  Whalen.  Third :  We  come  into  a  situation,  however,  where  the 
jurisdiction  which  has  levied  the  franchise  tax  then  permits  the  tax- 
payer residing  in  that  jurisdiction  to  take  it  as  a  credit. 

It  would  seem  to  me  then  that  what  was  being  done  is  to  integrate 
the  franchise  tax  with  the  income  tax  which,  if  you  agree,  in  effect 
makes  it  not  a  franchise  tax  in  the  true  sense  of  the  word. 

There  is  an  integration  there. 

Mr.  Fisher.  Perhaps  so,  although  the  kind  of  integration  between 
the  regular  income,  personal  income  tax  and  the  tax  such  as  we  are 
considering  depends  upon  the  degree  of  exemption,  depends  upon  the 
amount  that  can  be  deducted. 

Mr.  Whalen.  It  is  a  very  fine  point,  Mr.  Fisher.  What  I  am  sug- 
gesting is  that  for  the  residents  it  represents  an  integrated  income  tax 
approach  which  is  not  accorded  to  non-residents. 

To  that  extent,  I  think  there  is  discrimination. 

Mr.  Fisher.  Yes. 

Mr.  Whalen.  I  have  no  further  questions. 

Mr.  Mazzoli.  Thank  you.  The  gentleman  from  the  District  of  Co- 
lumbia is  recognized  for  8  minutes. 

Mr.  Fauntroy.  Thank  you,  Mr.  Chairman.  Mr.  Fisher,  it  is  a  pleas- 
ure to  have  you  before  our  committee.  I  want  to  likewise  apologize  for 
not  having  been  here  to  hear  you  present  your  statement.  I  have  had 
an  opportunity  now  to  look  at  it  and  I  have  a  couple  of  questions. 

discrimination  between  nonresidents 

The  first  is  simply  what  legal,  economic,  or  social  justification  is 
there  for  treating  professionals  who  live  in  the  suburbs  but  practice  in 
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the  District  of  Columbia  any  differently  than  we  treat  other  unincor- 
porated businessmen,  say  the  shoemaker  in  the  District  of  Columbia 
who  happens  to  live  in  the  suburban  community  ? 

Mr.  Fisher.  Well,  if  the  tax  burden  placed  on  them  is  comparable 
and  in  my  judgment  equitable,  I  would  think  that  would  be  enough. 

Mr.  Fauntroy.  So  it  is  your  understanding  that  unincorporated 
businessmen  pay  this  tax  or  have  been  paying  it  since  1947  who  live 
in  the  suburbs  are  taxed  differently — would  be  taxed  differently  ? 

Mr.  Fisher.  That  is  not  a  tax  on  personal  income.  It  is  a  tax  on  in- 
come of  the  enterprise. 

Mr.  Fauntroy.  We  have  had  that  discussion  I  guess  back  and  forth 
two  or  three  times. 

Mr.  Harsha.  Would  the  gentleman  yield  to  me  ? 

Mr.  Fauntroy.  Yes. 

SERVICES   TO   NONRESIDENT 

Mr.  Harsha.  We  have  to  consider  in  the  first  place  the  tax  should 
be  based  on  the  amount  of  services  that  the  nonresident  is  entitled — 
receives  from  the  District  of  Columbia.  That  is  the  basis  of  the  tax, 
isn't  it,  that  he  has  benefited  by  virtue  of  the  services  provided  by  the 
District  of  Columbia  ? 

Obviously  the  nonresident  does  not  receive  the  same  amount  of  serv- 
ices that  the  resident  of  the  District  of  Columbia  does.  He  is  only  here 
a  small  part  of  the  time.  The  rest  of  the  day  he  is  in  another  jurisdic- 
tion so  he  does  not  receive  police  protection  during  the  evening.  He  does 
not  receive  fire  protection  or  some  of  the  other  services  the  District  of 
Columbia  provides 

Therefore  it  seems  to  me  we  should  make  a  difference  or  differential 
in  what  tax  he  has  to  pay  as  to  that  of  the  resident  of  the  District  of 
Columbia  who  has  the  benefit  of  these  services  24  hours  a  day. 

Mr.  Fauntroy.  There  is  the  question  that  Mr.  Fisher — what  justi- 
fication is  there  to  making  a  difference  between  two  nonresidents,  the 
one  who  pays  the  unincorporated  business  tax  now  and  has  been  since 
1947  and  the  one  who  is  a  professional  who  enjoys  the  same  protec- 
tion, the  same  services  delivered  by  the  District  of  Columbia  while 
he  is  in  the  District  of  Columbia  who  does  not  call  upon  his  State  or 
county  government  for  those  protective  services  during  the  day  when 
he  is  making  his  money  ? 

That  is  essentially  the  question.  It  is  not  a  question  of  differentia- 
tion between  residents  and  nonresidents  but  between  nonresidents  and 
nonresidents,  both  of  whom  receive  approximately  the  same  services 
as  a  privilege  of  doing  business  within  the  District  of  Columbia. 

Mr.  Fisher.  As  I  understand  it,  any  enterprise  in  the  District,  lawyer 
or  a  shopkeeper  or  a  shoemaker,  whatever  small  business,  but  any 
enterprise  that  gets  80  percent  or  more  of  its  personal  income — income 
from  personal  services,  has  been  exempted,  both  types. 

Is  that  not  correct  ? 

Mr.  Fauntroy.  Would  you  repeat  that  ? 

Mr.  Fisher.  That  any  enterprise,  lawyer  or  shoemaker  or  shop- 
keeper or  whatever,  who  gets  80  percent  or  more  of  his  income  from 
personal  services  has  been  exempted.  Is  that  not  correct  ? 

Mr.  Fauntroy.  That  is  true.  How  does  that  answer  my  question 
though  ? 
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Mr.  Fisher.  I  am  having  trouble  understanding  your  question. 

Mr.  Fauntroy.  There  is  a  shopkeeper  who  runs  a  shoe  store  in  Wash- 
ington who  lives  in  your  district  and  there  is  a  lawyer  who  lives  in 
your  district,  both  of  whom  practice  and  have  a  business  in  the  District 
of  Columbia. 

One  of  them  shares  in  the  cost  of  providing  the  services  that  he  re- 
ceives as  a  businessman  here,  imincorporated  businessman.  Another 
has  been  exempt  from  that  for  the  period  of  27  years. 

Mr.  Fisher.  I  thought  we  were  both  exempt  if  they  get  80  percent 
or  more  of  their  income  from  the  activity. 

Mr.  Mazzpu.  I  think  what  the  gentleman  is  driving  at  is  assuming 
that  there  is  the  shopkeeper  who  does  not  have  this  80-percent  factor 
in  there  and  the  lawyer  who  does,  at  the  current  time  the  lawyers  are 
exempt  by  the  reason  of  the  1947  act,  but  shopkeeper  is  not. 

I  think  on  that  basis,  the  gentleman  is  saying  where  is  the  fairness 
here  where  you  have  two  people  living  side  by  side  in  Arlington  who 
come  into  the  District  of  Columbia  every  morning,  one  who  practices 
law  and  is  exempt,  one  who  practices  in  some  other  capacity  and  is 
not  exempt. 

That  is  the  fairness  question. 

Mr.  Fisher.  Could  be  in  that  instance  that  some  adjustment  should 
be  made  in  the  percent. 

Mr.  Harsha.  Would  the  gentleman  yield  for  just  one  comment  on 
that  point  ? 

Mr.  Fatjntroy.  While  I  have  this  one  in  mind,  you  perhaps  would 
not  be  opposed  to  some  of  the  combinations  that  District  government 
has  indicated  it  is  prepared  to  consider  and  enact  on  its  own. 

tax  of  personal  services  or  capital  investment 

Mr.  Fisher.  We  keep  calling  him  the  shopkeeper.  I  guess  we  better 
call  him  shopkeeper.  If  he  is  deriving  his  income  from  capital  invest- 
ment, inventory  or  something,  as  I  understand  it,  the  tax  code  treats 
that  differently  from  income  derived  from  personal  services. 

I  think  that  may  be  the  key  factor  here. 

Mr.  Fauntroy.  You  think  that  is  worthy  of  discrimination  between 
the  two  neighbors  ? 

Mr.  Fisher.  Well,  I  majr  or  may  not.  But  if  the  shopkeeper  is  de- 
riving a  large  portion  of  his  income  from  a  return  on  his  capital,  his 
assets,  his  goodwill  or  whatever,  that  would  be  taxed  differently  under 
the  Federal  laws  than  taxation  from  personal  income,  and  it  is  a  dif- 
ferent situation. 

Mr.  Mazzoli.  The  gentleman  from  Virginia,  Mr.  Harris,  is  with  us. 
Though  not  officially  a  member  of  the  committee,  we  invite  him  to 
question  his  colleagues. 

Mr.  Harris.  Thank  you  very  much,  Mr.  Chairman. 

I  appreciate  the  subcommittee's  indulgence  in  allowing  me  to  sit  in 
on  the  hearings.  I  wanted  the  opportunity  to  express  my  appreciation 
to  my  good  colleague  and  friend,  Mr.  Fisher,  for  his  testimony. 

I  liave  been  very,  very  interested  in  the  questioning,  except  as  it  had 
to  do  with  fairness  and  discrimination,  what  have  you.  My  colleague 
from  Ohio,  I  felt,  was  beginning  to  really  put  his  finger  on  the  problem 
here.  Wouldn't  you  say  that  the  main  problem  here  is  that  we  have 
come  up  with  a  tax  with  respect  to  an  area  of  business  here,  the  pro- 
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iessions,  which  are  particularly  heavily  oriented  towards  personal 
services  in  a  way  that  residents  do  not  pay  the  tax  and  non-residents 
do  pay  the  tax  ? 

Isn't  this  the  basic  question  of  fairness  that  is  bothering  you  ? 

Mr.  Fisher.  Yes. 

Mr.  Harris.  If  in  fact  a  local  government  came  up  with  a  tax  that 
applied  equally  to  residents  and  non-residents,  to  inflict  Congress' 
judgment  on  exactly  what  level  that  tax  should  be  and  so  forth,  would 
probably  not  be  the  prerogative  of  Congress. 

The  prerogative  of  Congress  does  have  to  come  into  play  with  the 
element  of  interjected — ^that  a  discriminatory  tax  is  chosen  as  the 
mechanism. 

Mr.  Fisher.  Yes ;  I  agree. 

Mr.  Harris.  We  both  have  had  experience  in  local  government. 
Have  you  ever  had  the  temptation  in  local  government  that  came  up 
with  the  tax  that  taxed  those  that  did  not  vote  for  you  ? 

Mr.  Fisher.  Yes;  many  times,  but  I  always  try  to  put  it  behind  me 
and  not  yield  to  it. 

Mr.  Harris.  Do  you  think  you  could  get  away  with  it  if  you  really 
tried  it? 

Mr.  Fisher.  Well,  sadly  perhaps  I  could,  but  it  is  still  a  wrong 
thing  to  do. 

Mr.  Harris.  As  you  and  I  have  both  had  experience  in  regional 
government  and  have  attempted  to  come  up  with  ideas  through  COG 
and  others  of  regional  cooperation  and  the  type  of  pushing  and  shov- 
ing that  can  go  back  and  forth  between  jurisdictions  in  trying  to  re- 
solve those,  if  in  fact  we  started  mechanisms  in  one  jurisdiction  or 
the  other  whereby  each  one  saw  or  tried  to  ferret  out  different  tech- 
niques where  they  would  tax  the  others  and  not  themselves,  do  you 
see  a  reciprocal  quality  entering  the  equation? 

Mr.  Fisher.  I  see  there  would  be  every  likelihood  that  retaliation 
somewhere  on  the  chessboard  would  take  place.  That  is  why  I,  along 
with  you,  Mr.  Harris,  and  others  so  desperately  want  this  to  be  com- 
promised and  worked  out  so  we  don't  get  a  beggar-thy-neighbor  situ- 
ation where  one  does  this  and  the  other  retaliates  in  some  other  way 
and  will  magnify  the  problem. 

Mr.  Dellums.  Will  the  gentleman  yield  to  me  ? 

Mr.  Harris.  I  will  be  happy  to  yield  to  you. 

Mr.  Dellums.  I  would  like  to  ask  my  distinguished  colleague  who 
obviously  has  a  great  deal  of  wisdom  in  these  areas  simply  should  this 
question  not  be  resolved  between  and  among  the  local  jurisdictions 
rather  than  by  the  Congress  interposing  itself  into  this  controversy? 

I  think  that  is  the  bottom  line  of  this  argument. 

Mr.  Fisher.  This  is  the  issue  raised  at  the  outset  and  I  recognize 
it.  I  can  only  say  that  both  under  the  law,  the  Home  Rule  Act,  the 
Federal  Government  representing  the  whole  country  does  have  an 
interest  in  the  District  and  in  fact  it  does  and  in  the  eyes  of  the 
country  and  the  world  I  think  it  does. 

As  I  said,  we  could  debate  for  some  length  of  time  exactly  how 
that  should  be  expressed  and  on  the  whole  as  you  know  and  others, 
I  have  pushed  very  hard  on  the  home  rule  side  and  in  part  ran  a 
political  campaign  on  it  when  many  people  said  you  will  never  win 
on  that. 
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Therefore  it  is  a  bit  ironic  that  I  find  myself,  the  first  time  before 
your  committee,  taking  what  you  and  some  might  regard  as  an  op- 
position. But  this  is  all — ^it  seems  to  me — in  the  area  of  defining  in 
the  new  context  of  the  existing  present  Home  Rule  Act  and  the  way 
people  think  how  to  express  the  interests  of  the  country  or  the  Fed- 
eral Government  in  the  National  Capital. 

I  still  will  lean  toward  the  home  rule  but  in  this  instance  I  think 
an  unwise  move  is  being  made  that  the  tax  is  really  too  high  com- 
pared to  similar  taxes  anywhere  in  the  coimtry  and  it  does  have  these 
discriminatory  features.  1  would  like  to  see  a  compromise  arrived  at 
which  would  be  acceptable  all  around  and  would  not  have  these  im- 
desirable  features. 

Mr.  Beulums.  May  I  make  a  imanimous  consent  request  ? 

Mr.  Mazzoli.  That  you  proceed  for  2  minutes? 

Mr»  Dellums.  No,  that  my  colleague  proceed. 

Mr.  Mazzoli.  The  gentleman  from  Virginia  may  proceed  2  addi- 
tional minutes. 

Mr.  Harris.  There  was  one  other  point  that  I  did  want  to  ask  you. 
This  is  with  regard  to  the  question  of  precedent  that  has  been  raised 
here,  the  question  of  precedent  which  I  think  concerns  both  of  us  a 
great  deal,  the  precedent  of  Congress  overruling  the  council  on  a 
decision  like  this. 

Yet  it  seems  to  me  that  if  in  this  initial  case  here  of  determining 
the  tax  policy,  that  is  in  fact  a  commuter  tax  devised  so  it  will  apply 
to  nonresidents  and  not  to  residents  is  geared  directly  into  the  income 
tax,  if  in  fact  we  said  this  is  all  right  at  this  point,  would  you  fear 
that  a  precedent  was  being  established  and  a  message  sent  to  council 
that  somehow  we  had  amended  the  Home  Rule  Act  and  that  they 
in  fact  could  proceed  on  tax  and/or  other  policies  geared  in  this 
direction? 

Would  this  be  an  imf ortunate  path  to  give  to  the  council  ? 

Mr.  Fisher.  Certainly  Mr.  Harris.  If  we  started  down  that  path,  it 
would  be  imf ortunate.  I  hope  we  don't  start  down  that  path. 

Mr.  Mazzoli.  Then  in  that  connection  if  the  gentleman  from  Vir- 
ginia would  yield,  you  mentioned  precedents.  I  understand  there  is 
going  to  be  some  motion  to  disapprove  the  council's  rent  control  law, 
is  that  correct? 

Are  you  aware  of  anything  to  that  effect  ? 

Mr.  Harris.  I  know  there  is  a  rent  control  law  that  has  been  under 
discussion. 

Mr.  Mazzom.  I  was  advised  by  coimsel  that  a  motion  [H.  Con.  Res. 
399]  to  disapprove  the  Rent  Control  Act  has  been  filed.  So  this  is 
what  seems  to  be  the  procedure,  anything  done  by  the  city  council  is 
probably  going  to  wind  up  here,  which  I  think  is  an  unfortunate 
precedent. 

I  thank  you,  Mr.  Fisher,  for  your  helpful  testimony.  We  appre- 
ciate your  time. 

I  would  like  at  this  point  to  call  forward  as  our  next  witness  Mr. 
Murray  Drabkin,  former  Special  Counsel,  Select  Committee  on  Busi- 
ness Taxation  to  the  Special  Committee  on  Fiscal  Affairs.  He  has  also 
served  on  the  Advisory  Committee  on  Intergovernmental  Relations 
in  Puerto  Rico.  If  you  could  summarize  your  testimony,  perhaps  to 
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say  10  minutes,  then  the  members  of  the  committee  would  limit  their 
questions  to  roughly  5  minutes  for  each  member. 

STATEMENT  OF  MURRAY  DRABKIN,  ESQ.,  FORMER  SPECIAL 
COUNSEL,  SELECT  COMMITTEE  ON  BUSINESS  TAXATION 

Mr.  Drabkin.  Thank  you  very  much,  Mr.  Chairman  and  members 
of  the  Subcommittee  on  Fiscal  Affairs.  I  appear  here  this  morning 
at  the  invitation  of  the  chairman,  requesting  my  views  on  the  District 
of  Columbia's  1975  tax  package.  In  particular,  I  have  been  asked  to 
comment  on  the  repeal  of  the  exemption  for  professionals,  from  the 
District's  unincorporated  business  tax.  Before  doing  so,  however, 
a  few  words  are  in  order  as  to  my  own  frame  of  reference  on  tliis 
matter. 

I  would  like  to  indicate  that  I  am  a  practicing  lawyer  and  a  resident 
of  the  District  of  Columbia  and  you  can  take  that  into  account  and 
give  it  whatever  value  you  want. 

REVENUE   INVOLVED 

It  is  not  my  purpose  however  this  morning  to  attempt  to  evaluate 
whether  the  District  or  Columbia  requires  new  revenues  totaling 
some  $54  million.  There  are  others  who  are  far  better  equipped  than 
I  to  talk  about  the  expenditure  side  of  the  District's  budget. 

We  are  talking  here  about  a  proposal  which  would  raise  $8  million. 
The  tax  package  that  has  been  proposed  would  raise  some  $54  million. 
So  I  don't  think  we  ought  to  lose  sight  of  the  fact  that  there  are  a 
good  many  other  aspects  to  the  District's  revenue  package. 

I  think  it  is  appropriate  to  commend  both  the  council  and  the 
mayor  for  doing  in  general  a  very  good  job  in  this  first  year  of  home 
rule  in  putting  together  a  reasonably  acceptable  revenue  package. 

One  could  find  fault  with  this  or  that  provision  but  by  and  large  it 
is  a  reasonable  job,  and  I  think  the  council  and  mayor  should  be 
commended  for  it. 

BUSINESS  TAXES 

The  matter  on  which  I  have  commented  on  at  some  length,  the 
matter  obviously  of  primary  concern  to  this  subcommittee  is  the  busi- 
ness tax  package,  the  increase  of  the  tax  on  corporations  first  to  9 
percent  from  its  present  8  percent  permanent  level  and  then  the  1-year 
surcharge,  1-year  increase  of  an  additional  3  percent  to  12  percent. 

At  the  same  time  the  city  council  also  imposed  the  same  increases 
with  respect  to  the  unincorporated  business  tax.  I  have  some  reserva- 
tions about  both  of  these  measures  but  I  think  we  ought  to  look  at 
why  they  came  about  and  how  they  came  about. 

They  came  about  in  this  case  because  the  District  of  Columbia 
Council  was  searching  desperately  for  additional  sources  of  revenue. 
The  city  council  rejected  what  I  found  to  be  a  rather  astounding  pro- 
posal. Having  rejected  that,  the  council  then  sought  other  sources  of 
revenue. 

CORPORATION  TAXES 

At  the  suggestion  of  the  business  community  in  the  District  of 
Columbia,  the  12  percent  proposal  evolved.  As  far  as  the  corporate 
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tax  part  of  the  package  is  concerned,  12  percent  is  an  inordinately 
hi^h  corporate  income  tax. 

It  is  the  highest  corporate  income  tax  as  far  as  I  know  in  the  United 
States.  I  am  concerned  about  it  being  imposed  on  a  permanent  basis. 
If  it  is,  I  think  it  can  have  very  adverse  tax  consequences. 

I  am  aware  it  was  imposed  on  a  1-year  only  basis.  I  am  also  aware 
of  the  fact  that  the  New  York  City  sales  tax  of  1934  was  imposed  on 
a  1-year  basis.  These  things  have  a  habit  of  becoming  permanent.  If 
the  District  of  Columbia  could  not  find  $10  million  this  year  without 
increasing  the  corporate  income  tax  to  12  percent,  I  don't  know  where 
it  is  going  to  find  that  $10  million  tax  year. 

UNINCORPORATED  BUSINESS  TAX 

The  same  desperation  for  revenue  resulted  in  the  increase  of  the 
unincorporated  business  tax  to  12  percent.  That  desperate  search  is  a 
manifestation  of  a  defect  in  the  District's  revenue  base. 

The  District,  unlike  any  other  State  in  the  country  is  denied  the 
right  to  tax  the  earnings  of  nonresidents  to  work  there.  In  that  regard 
it  is  substantially  disadvantaged  from  putting  together  a  revenue 
package  which  is  balanced  and  reasonable. 

That  is  not  a  matter  before  this  committee  today.  I  recognize  that. 
But  in  considering  what  I  consider  rather  desperate  revenue 
measures,  you  cannot,  it  seems  to  me,  avoid  that  underlying  disability 
placed  on  the  District  of  Columbia  by  the  Congress. 

I  recognize  why  it  was  placed  on  the  District  of  Columbia.  On 
balance  it  was  more  important  for  it  to  have  home  rule  than  to  have 
that  authority.  Nevertheless,  it  is  a  source  of  much  of  the  mystery  we 
are  dealing  with  here  today. 

I  think  it  might  be  helpful  to  the  subcommittee  to  say  a  few  words 
about  the  unincorporated  business  tax.  It  is  a  relatively  rare  form  of 
tax.  As  far  as  I  know  there  are  only  two  States  in  the  country  which 
presently  impose  it. 

EXPERIENCE  IN  OTHER  JURISDICTIONS 

New  York  is  one  which  imposes  it  at  5i/^  percent  and  New  Jersey 
has  one-quarter  of  1  percent.  A  number  of  other  States  including 
Connecticut,  Mr.  McKinney,  had  an  unincorporated  tax.  Rhode 
Island  had  one ;  they  have  abandoned  it. 

It  is  not  a  very  good  kind  of  a  tax.  A  number  of  other  cities  have 
an  unincorporated  business  tax  including  New  York,  including  a 
couple  of  cities  in  Ohio  such  as  Cincinnati  and  Cleveland,  some  cities 
in  Pennsylvania  such  as  Pittsburgh.    « 

But  it  is  not  very  common.  One  of  the  problems  with  the  unincor- 
porated business  tax  is  that  it  duplicates  personal  income  tax.  The 
same  income  which  is  subject  to  the  personal  income  tax  is  frequently 
subject  to  the  imincorporated  business  tax. 

Some  jurisdictions  avoid  that  problem.  For  example,  the  Ohio 
cities  and  the  Pennsylvania  cities  which  had  the  tax,  the  unincorpo- 
rated business  tax  is  complementary  to  the  payroll  tax. 

You  have  a  payroll  tax  and  then  in  order  to  pick  up  income  which  is 
not  subject  to  the  payroll  tax  there  is  an  unincorporated  business  tax 
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You  have  no  duplication.  la  New  York,  unfortunately,  it  is  a  double 
layer.  In  the  District  of  Columbia  we  have  something  in  between. 


In  1947  when  Congress — and  I  want  to  emphasize  as  other  people 
have  here  in  the  past  that  it  was  Congress  which  enacted  the  unin- 
corporated business  tax,  which — when  it  did  that  in  1947  in  the  very 
same  statute  which  imposed  a  personal  income  tax,  it  provided  an  ex- 
clusion against  the  personal  income  tax  for  income  which  was  subject 
to  the  unincorporated  business  tax. 

That  applied  both  to  residents  and  nonresidents.  The  reason  it  did 
that  was  not  any  desire  to  get  nonresidents  at  the  time.  My  experience 
up  on  the  Hill  dates  back  to  1955  and  if  the  suburbs  have  a  strong 
voice  in  Congress  today,  gentlemen,  with  all  due  respect  to  the  sur- 
burban  legislatures,  it  is  nothing  to  what  it  was  in  the  midfifties  when 
I  think  the  suburbanites  all  but  dictated  policy  in  the  District  of 
Columbia. 

In  1947  Congress  imposed  a  statute  for  an  unincorporated  business 
tax  with  an  exclusion  for  the  personal  income  tax  for  the  District  of 
Columbia  residents. 

The  only  difference  between  that  and  what  we  are  talking  about 
here  today  is  that  the  District  of  Columbia  City  Council  decided  as 
a  matter  of  policy  to  repeal  the  exemption  on  professionals. 

Why  was  there  an  exemption  on  professionals  ?  One  of  the  reasons — 
the  primary  reason — ^the  professionals  in  1947  could  not  incorporate. 
Lawyers  and  doctors  could  not  incorporate.  It  was  thought  that  since 
these  types  of  businesses  could  not  incorporate  and  thus  avoid  the  un- 
incorporated business  tax  it  would  be  unfair  to  them  to  impose  it 
upon  them. 

There  may  have  been  other  reasons  but  that  is  certainly  one  of  the 
reasons  given.  It  is  a  reason  given  in  New  York  and  this  tax  was  copiQd 
from  the  New  York  tax. 

But  in  1971  that  reason  evaporated.  In  1971  the  District  authorized 
the  incorporation  of  professional  business.  That  having  passed  it  seems 
to  me  a  perfectly  reasonable  policy  that  if  a  plumber  has  to  pay  an 
unincorporated  business  tax  it  is  hard  to  justify  why  a  lawyer  should 
not. 

If  a  shopkeeper  has  to  pay  one,  it  is  hard  to  justify  why  a  doctor 
should  not.  Now  we  get  then  to  the  question — I  have  talked  about  ex- 
emptions. There  are  two  other  things  at  work  here  and  they  are  de- 
ductions and  exclusions. 

SALARY    DEDUCTION 

In  an  attempt  to  make  the  extension  of  the  tax  more  reasonable,  to 
limit  the  sudden  jolt  that  it  would  have,  the  District  Council  did 
something  about  the  deduction.  When  Congress  in  1947  passed  the 
Unincorporated  Business  Act,  it  provided  that  in  determining  the  un- 
incorporated business  tax,  the  entity,  the  unincorporated  business, 
could  deduct  20  percent  of  its  gross  for  salaries.  Now  that  made  pretty 
good  sense  if  you  were  talking  about  a  merger,  a  shop,  a  store,  which 
is  capitalized  extensively. 
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It  did  not  make  a  lot  of  sense  when  you  talk  about  professionals 
and  indeed  it  does  not  make  very  much  sense  when  you  talk  about 
plumbers  and  carpenters  either  because  they  are  labor  intensive  and 
their  gross — their  net  is  a  much  larger  portion  of  their  gross. 

As  a  result,  the  City  Council  in  an  attempt  to  deal  with  that  prob- 
lem increased  the  deduction  to  55  percent.  I  don't  know  whether  if 
ought  to  be  at  55  percent  or  whether  it  ought  to  be  at  80  percent  but 
clearly  20  percent  does  not  make  much  sense. 

The  problem  is  that  it  probably  ought  to  be  different  things  for  dif- 
ferent types  of  industries.  Maybe  a  salary  deduction  of  80  percent  is 
good  for  professionals.  Maybe  20  percent  makes  sense  for  shopkeepers. 
One  of  the  problems  with  the  unincorporated  business  tax  is  that  prob- 
lem itself. 

What  is  an  appropriate  level  of  deduction  for  salaries?  As  I  told 
the  City  Council  when  I  testified  before  it,  if  I  had  all  the  votes  I 
would  simply  repeal  the  unincorporated  business  tax. 

I  think  it  is  a  bad  tax.  But  that  is  not  the  question  before  this  body 
today.  The  question  is  whether  the  tax  is  indeed  legal,  whether  it  runs 
afoul  of  the  Home  Rule  Charter.  Now  respectable  and  responsible  men 
have  appeared  here  and  have  told  you  that  they  think  it  does. 

CHARTER    NOT    VIOLATED 

My  own  view  is  that  the  conclusion  of  the  District  of  Columbia's 
Corporation  Counsel  is  correct  and  that  is  that  the  imincorporated 
business  tax  extension  to  professionals  is  not  a  violation  of  the  Home 
Rule  Charter. 

The  particular  provisions  involved  of  course  is  section  602(a)  (5) 
and  the  key  words  there  are  the  imposition  of  a  tax  on  the  personal 
income  of  an  individual  not  a  resident  of  the  District  of  Columbia.  I 
think,  gentlemen,  that  the  plain  meaning  of  602(a)  (5)  is  that  the  re- 
striction applies  to  taxes  imposed  on  personal  income  of  a  nonresident 
individual. 

The  tax  which  is  proposed  to  be  levied  on  professional  businesses  is 
not  such  a  tax.  Let's  look  at  the  statute  itself.  Section  471574  of  the 
District  Code  deals  with  the  unincorporated  business  tax.  It  is  titled 
imposition  and  rate  of  tax. 

It  says  for  the  privilege  of  carrying  on  or  engaging  in  any  trade 
or  business  within  the  District  and  of  receiving  income  from  sources 
within  the  District  there  is  hereby  levied  for  each  taxable  year  and  tax 
at  the  rate  of  8  percent  upon  the  taxable  income  of  every  unincorpo- 
rated business. 

BUSINESS    FRANCHISE    TAX 

In  other  words,  this  is  a  business  franchise  tax. 

The  question  was  raised  here  earlier  as  to  whether  businesses  which 
are  unincorporated  are  entities.  Under  the  District  of  Columbia  law, 
under  that,  certainly  partnerships  are  entities. 

There  is  a  difference.  Certainly  the  partnership,  and  that  is  where 
most  of  the  problems  are,  are  entities.  The  tax,  therefore,  is  imposed  on 
the  business.  It  is  not  imposed  on  the  personal  income  of  an  individual 
and  it  is  certainly  not  imposed  exclusively  on  nonresidents. 

I  recognize  that  the  unincorporated  business  tax  itself  provides  that 
this  should  be  payable  by  persons  operating  the  business  but  this  is 
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always  true.  Even  if  the  statute  did  not  say  that,  that  would  be  the 
case. 

It  seems  to  me  that  this  situation  is  not  very  much  different  in  terms 
of  the  impact  of  the  tax,  in  terms  of  the  burden,  from  the  small,  closely 
held  corporations.  Let's  suppose  that  at  the  time  of  home  rule  the 
District  of  Columbia's  tax  law  did  not  impose  on  certain  classes  of 
corporations.  Let's  suppose  that  after  home  rule  the  District  of  Colum- 
bia decided  to  extend  its  corporation  tax  to  those  other  types  of 
companies. 

I  don't  think  anybody  would  suggest  that  just  because  in  a  closely 
held  corporation  all  of  the  shareholders  happen  to  live  in  Maryland 
and  Virginia,  it  would  be  a  violation  of  home  rule  to  impose  that 
tax. 

We  are  dealing  with  very  much  the  same  sort  of  thing. 

The  fact  is  that  in  a  closely  held  company,  the  burden  of  the  tax- 
ing falls  immediately  and  directly  on  the  shareholder.  In  short,  gentle- 
men, I  think  the  situation  is  this :  At  the  time  home  rule  was  granted, 
there  had  been  on  the  books  for  a  good  many  years  an  unincorporated 
business  tax  which  applied  both  to  residents  and  nonresidents. 

HOME  RUI/E 

As  part  of  the  grant  of  home  rule,  Congress  prohibited  the  District 
from  imposing  a  personal  income  tax  on  nonresident  individuals.  It  did 
not  prohibit  the  District  from  imposing  a  business  franchise  tax  on  un- 
incorporated businesses  and  it  certainly  did  not  prohibit  the  District 
from  repealing  an  exemption  from  an  existing  business  tax  which  al- 
ready applied  to  both  residents  and  nonresidents. 

Accordingly,  Mr.  Chairman  and  gentlemen,  it  seems  to  me  that  both 
on  the  plain  meaning  of  the  statute,  the  Home  Kule  Act  and  also  on 
any  base  of  reasonable  statury  construction  given  the  history  of  this 
tax  that  the  proposal  to  impose  a  tax  on  professionals  such  as  that 
which  is  before  you  does  not  run  counter  to  that  statute. 

Now,  I  would  like  to,  bearing  in  mind  the  problems  of  time,  I  would 
like  to  make  a  proposal  if  I  could.  Everything  I  have  said  is  not  to  say 
that  the  imposition  of  the  tax  on  professionals  does  not  create  problems. 
It  does  create  problems. 

The  very  fact  that  you  are  here  is  indicative  that  you  have  heard 
about  problems.  The  tax  is  likely  to  be  litigated.  It  might  cause  some 
professionals  to  incorporate  and  thus  avoid  the  tax  and  it  may  cause 
others  to  leave  the  District.  Eight  or  wrong  it  is  obvious  the  tax  is  not 
beinff  cheerfully  accepted. 

The  underlying  problem  is  as  I  indicated  before  the  fact  that  the 
District  has  been  denied,  the  right  if  you  will  to  impose  the  same  kind 
of  taxes  that  every  other  State  does.  I  would  suggest  in  the  hope  of 
resolving  the  unincorporated  business  tax  that  this  committee  and  the 
Congress  face  up  to  the  inevitable  sooner  rather  than  later  because 
later  it  is  going  to  have  to  face  up  to  it. 

The  fact  is  that  the  District  is  going  to  have  to  be  given  the  right  to 
tax  the  earnings  of  nonresidents.  I  am  enough  of  a  realist  to  know  that 
this  Congress  is  not  going  to  immediately  enact  a  full-blown  tax  on 
the  earnings  of  nonresidents. 
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LEGISLATIVE   RECOMMENDATIONS 


Indeed  I  don't  think  that  the  enactment  in  one  fell  swoop  of  a  full- 
blown tax  is  a  good  idea  because  it  would  result  in  the  District  having 
a  balloon  of  income  at  one  time.  It  would  result  in  dislocations  in 
Maryland  and  Virginia  which  must  give  credits  for  those  taxes. 

So  I  would  propose,  gentlemen,  that  this  Congress  begin  the  process, 
that  it  proceed  to  phase  in  a  tax  on  the  earnings  of  nonresident  at  the 
rate  of  20  percent  a  year,  20  percent  of  the  full  amount  a  year  and  that 
it  start  right  now  and  that  it  be  phased  in  over  a  5-year  period. 

In  return — I  should  not  say  in  return  and  I  think  this  is  a  matter 
of  District  policy — ^this  would  enable  the  District  of  Columbia  to  re- 
peal the  unincorporated  business  tax  and  to  get  rid  of  this  whole  prob- 
lem of  professional  taxes  and  exemptions  and  exclusion  and  so  on. 

The  alternative  is  to  allow  the  Revenue  Act  to  take  effect  as  pro- 
posed and  let  the  question  of  whether  there  is  discrimination  or  not  and 
whether  it  is  counter  to  home  rule  or  not  be  decided  by  the  courts 
where  it  ought  to  be  decided, 

Mr.  Mazzoli.  Thank  you  very  much. 

We  have  fenced  around  a  point  there  but  that  is  exactly  what  is  at 
the  heart  here.  At  some  point,  we  must  come  to  grips  with  that  very 
great  problem.  It  is  a  difficult  one  for  members  of  this  committee  and 
Members  of  Congress.  It  is  one  that  ought  to  be  threshed  out. 

If  I  were  to  summarize  what  you  have  said  today,  you  conclude  that 
the  District  Council  acted  within  its  authority  Is  that  a  fair  statement  ? 

Mr.  Drabkin.  Yes,  sir. 

Mr.  Mazzoli.  You  conclude  that  the  tax  is  not  in  violation  of  the 
section  602  of  the  Home  Rule  Act? 

Mr.  Drabkin.  That  would  be  my  view. 

FEDERAL   INTEREST 

Mr.  Mazzoli.  Let  me  ask  you  one  question  to  which  you  did  not 
address  much  of  your  statement.  What  is  your  opinion  about  whether 
or  not  this  has  some  harmful  impact  on  the  Federal  interest  as  you 
view  the  Federal  interest  in  this  Federal  Capital  ? 

Mr.  Drabkin.  It  is  very  hard  for  me  to  define  exactly  what  the 
Federal  interest  is.  Obviously  the  Federal  interest  is  to  be  able  to 
conduct  the  business  of  the  Government  at  the  seat  of  Government 
unimpaired  by  local  problems.  In  its  grossest  form  I  suppose  it  is  the 
ability  to  get  to  work  in  the  morning  and  go  to  work — ^go  home  at 
night  and  conduct  these  business  matters  of  Government  peacefully 
and  without  impairment. 

I  suppose  there  is  an  interest  in  the  sense  that  the  U.S.  Government 
does  provide  a  substantial  amount  of  money  to  the  District  of  Colum- 
bia and  it  has  an  interest  in  the  well-being  of  the  District.  I  don't 
think  that  that  Federal  interest  goes  to  the  extent  of  authorizing  the 
Congress  to  substitute  its  judgment  for  that  of  the  City  Council  on 
matters  of  policy  which  have  been  delegated  to  it  under  home  rule. 

I  think  if  you  are  talking  about  whether  the  exemption  ought  to 
be  55  percent  or  80  percent,  whether  there  ought  to  be  an  exclusion  or 
not,  I  think  that  would  be  an  inappropriate  substitution  of  the  Fed- 
eral Government  for  local  government. 
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Mr.  Mazzoli.  The  gentleman  from  Connecticut. 

Mr.  McKiNNEY.  It  is  nice  to  have  you  here.  I  think  roughly  52,000 
of  my  residents  pay  a  commuter  tax  to  New  York  City,  and  certainly 
not  joyfully  but  rather  necessarily. 

FEDERAL    PAYMENT 

I  am  delighted  to  see  your  advocacy  of  a  realistic  tax  base  for  this 
city.  It  is  my  feeling  that  the  Federal  payment  to  this  city  is  totally 
inadequate,  since  it  is  the  Nation's  Capital  and  a  place  where  millions 
of  millions  of  tourists  come. 

What  do  you  think  of  that  ? 

Mr.  Drabkin.  I  have  not  studied  that. 

Mr.  McKiNNEY.  The  Congress  is  in  essence  a  piker  compared  to 
the  governments  of  say  England  and  others  taking  care  of  their 
capital  cities  and  their  contributions  to  it.  It  seems  to  me  that  when 
Americans  from  all  over  the  Nation  come  here,  they  expect  a  clean, 
attractive  city  and  I  think  they  are  willing  to  pay  to  have  the  symbol 
of  their  Government  reside  in  a  community  that  is  always  exemplary. 

I  would  be  delighted  to  have  you  submit  to  me  a  potential  com- 
muter tax  bill  or  District  income  tax  bill  and  I  would  be  happy  to 
submit  it  as  legislation.  It  is  long  needed.  We  had  to  sell  a  lot  of 
things  to  get  home  rule  through  435  House  Members  and  100  Senate 
Members. 

I  have  a  feeling  today,  though  I  can't  speak  for  them,  that  our 
neighboring  States  are  realistic  enough  to  know  the  problems  this 
city  has  and  what  this  city  means  to  their  entrenched  healths 

EXPERIENCE    IN    OTHER    JURISDICTIONS 

Why  did  Rhode  Island  and  Connecticut  drop  this  type  of  tax  ? 

Mr.  Drabkin.  I  don't  know  of  particular  reasons.  I  have  not  studied 
the  legislative  history  of  why  they  dropped  it.  Their  taxes  were  on 
a  gross  basis  which  is  the  subject  of  the  kind  of  problems  which  were 
mentioned  earlier  here.  It  hits  people  whether  or  not  they  are  profit- 
able or  not. 

There  is  a  tendency  for  it  to  be  duplicative.  If  there  is  a  personal 
income  tax  which  Rhode  Island  adopted  subsequently — but  other  than 
that,  it  is  on  general  considerations  of  the  defects  of  the  gross  receipts 
tax. 

Mr.  McKiNNEY.  It  was  a  tax  we  could  never  make  fair  in  any  pos- 
sible way.  It  had  hit  everybody  in  a  different  way  and  it  was  a  totally 
impossible  tax  to  bring  any  equity  to  whatsoever. 

If  we  considered  the  real  estate  tax  to  be  regressive  which  it  is,  in 
my  opinion,  the  unincorporated  business  tax  was  almost  more  regres- 
sive, at  least  in  the  State  of  Connecticut  which  is  the  only  State  I  can 
speak  for. 

Mr.  Drabkin.  The  history  of  the  unincorporated  business  tax  is  a 
case  for  the  wisdom  of  the  politicians  rejecting  the  wisdom  of  the  tax 
experts. 

This  came  about  through  a  proposal  of  the  tax  corporation  as  to 
what  would  be  a  model  tax  situation  and  luckily,  the  politicians  had 
more  sense. 
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DOUBUE  TAX 


Mr.  McKiNNEY.  If  this  is  a  franchise  tax — ^the  District  Government 
is  saying  this  is  a  franchise  tax.  If  it  is  a  franchise  tax  imposed  for  the 
privilege  of  doing  business  within  the  city,  why  then  is  it  exempted 
from  the  income  tax  ? 

In  other  words,  if  it  is  a  tax  on  the  business  entity  for  the  privilege 
of  doing  business  here,  why  exempt  it  from  the  income  tax  and  say 
well,  it  is  a  franchise  tax  but  it  really  is  an  income  tax,  too  ? 

Mr.  Drabkin.  I  think  the  reason  why  it  was  done  is  to  avoid  the 
kind  of  defects  which  you  and  I  have  been  talking  about.  The  prob- 
lem— one  of  the  problems  with  the  unincorporated  business  tax  is  that 
where  you  also  have  a  personal  income  tax  of  a  general  type,  not  just  a 
payroll  tax,  there  is  a  duplication  in  the  burden  of  the  tax. 

You  hit  the  unincorporated  business  tax  once  and  although  its  base 
mig:ht  be  somewhat  different  from  the  personal  income  tax  you  hit  it 
again  almost  directly  on  the  personal  income  tax. 

The  District  tried  to  deal  with  that  problem  by  excluding  income 
which  was  subject  to  the  unincorporated  business  tax.  The  only  per- 
sonal income  it  could  deal  with  was  the  personal  income  taxes  which 
it  levied. 

The  only  personal  taxes  which  the  District  of  Columbia  levied  in 
1947  and  the  only  personal  income  taxes  which  it  may  levy  today  are 
personal  income  taxes  on  the  nonresidents.  Let  us  assume  the  District 
of  Colimibia  were  able  to  levy  a  personal  income  tax  on  nonresident 
earnings. 

Then  it  seems  to  me  it  would  be  appropriate  for  the  same  exclusion 
to  be  given  to  those  people.  At  that  time  since  it  can't  do  that,  it  does 
not  have  within  its  power  the  ability  to  achieve  this. 

Mr.  McKiNNEY.  If  you  would  like  to  bend  your  head  willingly  and 
for  nothing  to  writing  a  commuter  tax  bill,  I  would  be  happy  to  sub- 
mit it. 

Mr.  Mazzoli.  The  gentleman's  time  has  expired.  The  gentleman 
from  California,  Mr.  Dellums. 

*  IMPACT  or   TAX 

Mr.  Dellums.  Thank  you,  Mr.  Chairman.  First  when  you  were 
discussing  some  of  the  real  problems  you  see  with  this  tax,  you  enu- 
merated a  couple  of  alternatives  for  those  persons  affected  by  the  im- 
position of  this  tax. 

One,  the  professionals,  entities  could  incorporate,  thereby  side  step- 
ping the  imposition  of  this  tax.  They  could  move  outside  avoiding  the 
imposition  of  this  tax.  Isn't  there  a  third  alternative  that  some  people 
could  move  into  the  District  thereby  sidestepping  the  imposition  of 
this  tax  ? 

Mr.  Drajbkin.  I  think  you  raise  an  interesting  point.  I  think  we 
focus  too  much  on  the  flight  of  professional  businesses. 

The  suggestion  has  been  made  let's  make  this  thing  equitable  by 
eliminating  the  exclusion  for  D.C.  residents.  Maybe  we  ought  to  be 
concerned  about  the  impact  of  that  as  an  additional  incentive  for  D.C. 
residents  to  move  out  of  the  District. 

Let  me  make  a  more  general  statement,  if  I  might,  in  regard  to  this. 
What  if  you  are  talking  about  a  12  percent  rate  of  tax,  I  think  people 
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are  going  to  move.  I  don't  think  the  big  law  firms  are  going  to  move. 
Some  people  pointed  out  there  is  something  to  being  in  Washington. 

We  represent  a  large  number  of  national  clients  and  although  a  good 
many  of  my  partners  are  quite  restive  about  this,  I  don't  think  we  are 
about  to  move.  I  think  we  may  incorporate.  We  would  certainly  con- 
sider it.  But  I  think  there  are  other  people,  doctors  and  other  pro- 
fessionals who  may  in  fact  move  and  I  think  that  would  be  quite 
harmful. 

If  you  talk  about  a  12  percent  tax,  Mr.  Dellums,  but  with  a  60  per- 
cent exemption — deduction  for  salaries  or  an  80  percent  deduction  for 
salaries  and  then  you  take  into  account  this  is  deductible  for  Federal 
tax  purposes,  I  don't  think  it  has  that  kind  of  recording  impact  we 
have  been  talking  about. 

ALTERNATIVES 

Mr.  Dellums.  Would  you  recommend  to  this  body  that  as  an  in- 
terim— interim  as  against  the  proposal  you  made  at  the  end  of  your 
testimony,  that  is  that  we  address  the  critical  question  and  phase  in  a 
personal  income  tax  on  nonresidents — ^that  this  body,  one,  table  any 
specific  a<^tion  with  respect  to  proposed  action  by  the  City  Council, 
allow  the  local  government  to  go  forward  guided  by  reason,  guided  by 
the  debate  presently  going  on  with  respect  to  the  imposition  of  this 
tax,  and  that  in  any — if  any  question  arises  with  the — with  respect  to 
the  legality  of  this  tax  that  that  be  resolved  in  the  courts  so  that  we  as 
members  of  the  Congress  guided  by  prudence  in  establishing  a  very 
significant  precedent  with  respect  to  our  involvement  in  the  business 
of  local  government,  that  we  stay  out  of  it. 

The  reason  I  raise  this  question  is  that  I  believe  many  of  the  serious 
questions  raised  with  respect  to  that  proposed  action  by  the  city  coun- 
cil, that  several  members  of  the  city  council  are  now  beginning  to  re- 
think the  imposition  of  this  tax  and  are  now  beginning  to  consider  the 
need  to  change  the  tax  in  some  form  so  that  if  this  body  tabled,  it 
would  give  the  local  government  the  necessary  time  it  needs  to  review 
its  own  action. 

Once  it  implements  whatever  tax  it  decides  to  implement,  if  there 
are  legal  problems  it  can  go  to  court  and  resolve  whatever  they  are. 
We  should  allow  the  judicial  branch  to  make  that  decision. 

Mr.  Drabkix.  I  think  you  are  right.  This  argument  has  put  all  of 
you  in  a  rather  difficult  position.  Some  of  you  are  lawyers.  Some  are 
not.  You  have  heard  responsible  testimony  to  both  sides  as  to  the 
legality  of  the  question.  I  think  it  is  one  which  you  ought  not  to  have 
to  decide.  You  ought  to  let  the  courts  decide  it. 

Perhaps  by  tablmg  it  would  give  the  opportunity  for  the  city  coun- 
cil to  rethink  and  perhaps  do  some  of  the  things  which  might  be  neces- 
sary to  eliminate  some  of  the  harshness  of  these  12-percent  proposals 
with  a  20-percent  deduction  which  I  think  is  going  too  far. 

I  am  sorry,  55  percent. 

Mr.  Dellums.  I  would  simply  say  that  I  appreciate  the  testimony 
of  the  distinguished  gentleman,  and  I  think  it  behooves  this  body  to 
consider  very  carefully  the  proposal  the  gentleman  has  made. 

Mr.  Mazzolt.  The  gentleman  from  California's  time  has  expired. 
The  gentleman  from  Virginia,  Mr.  Robert  W.  Daniel,  Jr. 

Mr.  Robert  W.  Daniel,  Jr.  No  questions. 

Mr.  Mazzolt.  The  gentleman  from  Virginia,  Mr.  Dan  Daniel. 
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CHARTER   VIOLATIOX 


Mr.  Dan  Daniel.  While  I  am  not  a  lawyer  and  therefore  cannot 
interpret  words  to  mean  other  than  what  they  say,  I  am  convinced  that 
this  bill  is  in  violation  of  the  home  rule  law  and  t  think  that  discussion 
is  an  exercise  in  futility.  The  gentleman  said  his  firm  probably  would 
not  leave  the  District  and  it  probably  won't. 

But  what  it  would  do,  the  clients  he  represents  would  add  that  tax,, 
the  cost  of  doing  business  and  pass  it  on  to  the  consumer  thereby  rais- 
ing the  price  of  the  product  which  they  make  or  manufacture. 

Mr.  Chairman,  I  yield  the  balance  of  my  time  to  the  gentleman 
from  Virginia,  Mr.  Harris. 

Mr.  Mazzolt.  The  gentleman  will  yield  4  minutes  to  Mr.  Harris  and 
at  this  point  the  gentleman  from  Ohio  is  recognized. 

congressional  authority 

Mr.  Harsha.  Thank  you,  Mr.  Chairman.  Mr.  Chairman,  I  would 
like  to  endeavor  to  lay  to  rest  this  red  herring  that  has  been  raised 
that  the  Congress  is  sticking  its  nose  in  local  authorities.  Under  the 
home  rule  bill  it  says  the  Congress  of  the  United  States  reserves  the 
right  at  any  time  to  exercise  its  constitutional  authority  as  legislature 
for  the  District  by  enacting  legislation  for  the  District  on  any  subject 
whether  within  or  without  the  scope  of  this  act  including  legislation 
to  amend  or  repeal  any  law  in  force  in  the  District  prior  to  or  after 
enacting  of  this  act  and  an  act  passed  by  the  council. 

Now  clearly  the  Congress  has  the  right  to  oversee  this  legislation. 
You  can't  accept  the  benefits  of  the  Home  Rule  Act  and  exclude  part 
of  the  responsibilities.  It  is  part  of  the  act.  It  goes  along  with  the  rest 
of  it.  Therefore,  we  do  have  a  right  to  intercede  in  this  matter,  don't 
you  think? 

Mr.  Drabkin.  Mr.  Harris,  you  are  perfectly  correct  in  your  observa- 
tion that  there  is  such  a  provision  in  the  Home  Rule  Act.  What  I  have 
been  suggesting  is  that  I  think  it  would  be  inappropriate  policy  for 
you  to  exercise  that  right  because  you  would  be  exercising  it  with  re- 
gard to  matters  which  do  not  warrant  your  doing  so,  in  my  belief. 

I  say  this  because  you  are  dealing  with  rather  narrow  issues  of 
exceptions,  exclusions,  deductions  from  a  local  tax.  I  don't  think  that  is 
the  kind  of  thing  which  warrants  the  dignity  of  congressional  action. 

If  the  District  of  Columbia  were  to  pass  the  law  which  said  that 
Federal  office  buildings  had  to  be  closed  at  3  o'clock  in  the  afternoon, 
then  I  think  you  ought  to  do  something  about  it  fast. 

Mr.  Harsha.  But  irrespective  of  whether  you  believe  it  is  a  policy 
matter  and  that  the  Congress  should  become  involved  in  it,  it  still  has 
the  right  under  the  home  rule  law  to  do  it,  does  it  not  ? 

Mr.  Drabkin.  Clearly. 

impact  of  tax 

Mr.  Harsha.  What  would  be  the  effect  of  the  professional  enter- 
prises in  this  city  in  this  if  they  were  to  incorporate  ? 

Mr.  Drabkin.  I  am  sorry. 

Mr.  Harsha.  What  would  be  the  effect  of  the  professional  business 
in  this  community  incorporating  so  that  they  would  not  come  within 
the  purview  of  the  unincorporated  business  tax  ? 
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Mr.  Drabkin.  This  is  one  of  the  problems  I  alluded  to  and  that  is  if 
the  professional  business  incorporated,  then  it  would  obviously  come 
out  from  under  the  unincorporated  business  tax. 

I  would  not  have  to  pay  that.  It  would  be  subject  to  the  corpora- 
tion business  tax  but  since  there  would  not  be  any,  except  rather 
general  limitations  which  are  not  applicable  here  on  salaries — in  effect 
the  city  would  not  get  any  corporate  income  tax  either. 

There  are  good  reasons  why  people  don't  want  to  incorporate.  What 
I  was  suggesting  earlier  is  if  the  tax  gets  too  high,  they  will.  If  the 
t  ax  is  reasonable  and  acceptable  they  would  not. 

Mr.  Harsha.  If  the  tax  is  too  high  and  they  do  incorporate,  the  city 
•s  going  to  lose  all  the  income  ? 

Mr.  Drabkin.  From  those  companies. 

Mr.  Harsha.  Yes,  sir. 

Mr.  Drabkin.  Yes,  sir. 

Mr.  Harsha.  Mr.  Chairman,  I  have  a  bill  on  the  floor  this  afternoon 
t  hat  we  didn't  know  about  until  late  last  night,  and  I  have  to  prepare 
for  that.  If  you  excuse  me,  I  will  go  on  and  attend  to  that. 

Mr.  Mazzoli.  The  gentleman  is  excused  and  his  contributions  have 
been  impressive  to  the  hearings  today.  We  appreciate  his  contributions. 

The  gentleman  from  the  District  of  Columbia,  Mr.  Fauntroy. 

Mr.  Fauntroy.  I  want  to  thank  you  so  much,  Mr.  Drabkin,  for  your 
very  expert  testimony  particularly  for  making  it  very  clear  that  the 
repeal  of  exemptions  for  professionals  does  not  violate  the  District 
charter,  that  consistent  with  the  Gardella  v.  Comptroller  case,  this  is 
clearly  a  business  franchise  tax,  not  an  income  tax. 

I  am  grateful  also  that  you  have  pointed  out  that  while  the  issue 
is  not  whether  it  is  a  good  or  bad  but  really  whether  this  rare 
tax  does  not  point  up  the  need  for  taking  the  wraps  off  of  the  District 
government  with  respect  to  the  commuter  tax  question. 

LEGISLATIVE    REC50MMENDATI0NS 

My  two  questions  of  you  run  to  your  two  proposals  for  our  con- 
sideration. In  the  first  instance  you  suggest  that  we  impose  a  tax  of  20 
percent  over  a  5-year  period  which  would  give  us  a  time  to  move  up 
to  the  full  taxes  level  and  give  the  other  State  the  opportunity  to  adjust. 

In  your  judgment,  how  do  you  accomplish  this  legislation? 

Mr.  Drabkin.  I  believe  that  the  Congress  would  have  to  amend  sec- 
tion 602A  of  the  Home  Rule  Act  to  authorize  the  action  that  you  just 
outlined.  It  would  have  to  be  a  public  law,  an  act  of  Congress  which 
would  amend  that  section. 

Mr.  Fauntroy.  How  would  we  act  with  respect  to  the  revenue  pack- 
age before  us  now  in  light  of  that  proposed  action,  as  you  see  it? 

Mr.  Drabkin.  I  would  think  that  you  would  reach  some  kind  of  an 
understanding  with  the  District  of  Columbia  government  in  which 
they  might  defer  the  enactment  of  perhaps  controversial  portions  of 
this  for  some  period  of  time  pending  congressional  action  on  the  20 
percent  phase  in  the  proposal. 

Mr.  McKiNNEY.  Would  the  gentleman  from  Washington  yield  to 
me? 

Mr.  Fauntroy.  Yes. 
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EFFECT  ON  MARYIiAND  AND  VIRGINIA 


Mr.  McKiNNEY.  What  is  the  real  net  effect  to  a  Virginia  or  Mary- 
land resident  of  a  District  income  tax  on  their  earnings  ?  Is  it  correct 
that  there  really  isn't  a  net  effect  because  it  is  deductible  from  the  taxes 
they  pay  within  their  own  home  States. 

Mr.  Drabkin.  They  would  get  credits  from  their  own  immediate 
Maryland  and  Virginia  taxes.  The  burden  would  be  higher  because  it 
would  mean  that  Virginia  and  Maryland  would  lose  the  revenue  which 
it  had  to  give  them  through  credits. 

It  would  have  to  make  it  up  through  some  sort  of  increase  in  its 
taxes.  I  think  to  that  extent  there  would  be  some  great  burden.  I  don't 
think  that  kind  of  money  could  be  easily  absorbed  in  either  Annapolis 
or  Richmond. 

Mr.  McKiNNEY.  It  lightens  the  burden  on  the  taxpayer  compared  to 
a  tax  of  this  type. 

Mr.  Drabkin.  Depending  on  the  rate  and  so  on. 

Mr.  Fauntroy.  Second :  You  propose  on — ^if  the  first  action  were 
taken,  the  District  government  should  repeal  the  whole  unincorporated 
business  tax  formulation.  Logically  that  would  follow  from  the  com- 
muter tax  imposition,  is  that  what  you  are  saying  ? 

Mr.  Drabkin.  I  think  the  unincorporated  tax  is  not  a  very  good  tax. 
If  you  had  to  tax  a  nonresident  income  and — you  had  an  across-the- 
board  personal  income  tax  which  was  extended  to  nonresidents  and  a 
corporation  income  tax,  that  is  a  complete,  broad  enough  structure 
without  the  unincorporated  business  tax. 

Mr.  Fauntroy.  I  am  wrestling  with  what  we  do  now  with  this  meas- 
ure now  before  us.  I  take  it  you  would  recommend  to  us  that  we  ap- 
prove the  package  proposed  by  District  government  with  whatever 
modifications  they  are  prepared' to  make  to  make  it  more  pallatable  but 
that  it  not  be  implemented  until  such  time  as  Congress  has  had  reason- 
able time  to  consider  a  repeal  of  section  602  ? 

Is  that  your  statement  ? 

Mr.  Dr.\bkin.  Is  there  a  period  of  time  on  which  you  have  to  act  on 
the  Revenue  Act  ? 

Mr.  Fauntroy.  That  is  right. 

Mr.  Drabkin.  If  you  don't  act  on  it,  it  becomes  law.  I  think  if  we 
want  to  seriously  explore  the  possibility  of  this  alternative,  you  would 
need  some  kind  of  assurance  from  the  city  council  that  the  unincor- 
porated extension  of  the  tax  to  professionals  might  be  eliminated  from 
the  program,  if  you  will,  for — while  Congress  considers  this. 

The  mechanics  of  it  are  difficult  and  I  would  like  to  give  it  some  more 
thought.  It  might  be  something  could  be  developed  which  could  be  use- 
ful ;  you  put  your  finger  on  a  good  point. 

The  mechanics  of  doing  this  present  problems. 

ilr.  Fauntroy.  Finally  you  mentioned  the  likelihood  that  an  unin- 
corporated professional  might  then  incorporate.  Would  that  not  create 
serious  problems  for  a  law  firm  that  might  be  subject  to  a  suit  as  a  cor- 
poration in  general  and  not  as  individuals  as  would  be  the  case  today  ? 

Mr.  Drabkin.  Well,  I  think — ^there  are  several  problems.  One  is 
lawyers  are  inherently  conservative  people  and  we  practiced  for  hun- 
dreds of  years  not  in  corporations  and  we  are  reluctant  to  become 
corporations. 
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The  Federal  income  tax  consequences  of  this  kind  of  corporation  are 
not  clear.  They  are  up  in  the  air  and  subject  to  constant  review.  There 
is  some  hesitation  on  that.  In  terms  of  liability,  it  does  not  present  any 
l^roblem  because  under  the  professional  corporation  laws,  you  still 
remain  liable. 

You  don't  have  a  wash  from  liability  in  the  way  other  corpora- 
tions do. 

Mr.  Fauntroy.  Thank  you,  Mr.  Chairman. 

Mr.  Mazzoli.  The  gentleman's  time  has  expired.  The  gentleman  from 
Virginia,  Mr.  Harris  is  recognized  for  9  minutes. 

Mr.  Harris.  Thank  you  very  much,  Mr.  Chairman. 

FRANCHISE   TAX — NOT  COMMUTER   TAX 

I  think  I  agree  very  much  with  what  Mr.  Drabkin  is  saying,  that  if 
in  fact  we  were  going  to  discuss  a  commuter  tax,  we  ought  to  discuss 
it  as  a  commuter  tax  and  not  discuss  it  the  way  we  are  discussing  it. 

I  understand  and  I  thought  I  understood  you  to  say  that  this  is  a 
franchise  tax.  Yet  isn't  it  true  that  it  is  based  on  net  income  ? 

Mr.  Drabkin.  In  the  first  instance,  Mr.  Harris,  I  think  that  I  did  not 
Hay  or  mean  to  imply  that  the  unincorporated  business  tax  extension 
is  a  commuter  tax.  If  it  is  a  commuter  tax,  it  has  been  a  commuter  tax 
for  30  years  now.  I  don't  think  that  is  what  it  is  about. 

Yes;  it  is  a  franchise  tax  and  it  is  measured  by  net  income.  This 
has  been  a  kind  of  a  type  of  tax  which  is  rather  widespread  in  form. 
There  are  a  good  many  income  taxes  around  the  country,  not  only 
unincorporated  business  tax  but  in  Connecticut,  for  example,  the 
Connecticut  income  tax  is  a  franchise  tax. 

The  corporate  tax  is  on  the  privilege  of  doing  business  in  Con- 
necticut. I  think  that  is  not  unusual. 

Mr.  Harris.  But  you  have  a  tax  based  on  net  income  and  that  is 
deductible  from  other  net  income  liability  in  a  jurisdiction.  We  have 
chosen  to  call  it  a  franchise  tax — and  the  only  reason  for  calling  it  a 
franchise  tax  is  because  we  want  to  call  it  a  franchise  tax. 

I  don't  know  what  other  test  you  could  apply  to  a  tax  to  determine 
what  kind  of  tax  it  was  other  than  just  going  by  whatever  label  some- 
body wanted  to  put  on  it, 

I  can't  speak  for  my  other  colleagues  with  regard  to  the  benefit  of 
a  commuter  tax.  While  I  do  admire  and  respect  the  great  city  of  New 
York,  I  am  not  sure  that  I  want  to  adopt  with  enthusiasm  their  tax 
I)olicics  either. 

[Laughter.] 

Mr.  Harris  [continuing].  I  think  you  do  recognize  that  without  the 
exclusion  on  the  net  income  tax  for  the  resident,  that  there  would  be 
a  duplication  with  regard  to  the  resident  unless  they  had  this  tax 
credit. 

Mr.  Drabkin.  I  had  some  intuition  that  the  question  on  New  York 
City's  fiscal  problems  might  arise. 

Mr.  Harris.  Didn't  you  say  that  if  you  did  not  have  the  exclusion  on 
the  net  income  tax  for  the  resident  that  you  would  have  a  duplication 
of  taxes? 

EXCLUSION   FROIM   TAX 

Mr.  Drabkin.  In  my  testimony,  I  tried  to  have  the  District  avoid 
the  kind  of  problems  that  New  York  City  has  rather  than  get  into 
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them.  As  far  as  the  duplication  is  concerned,  the  purpose  of  the 
exclusion  as  I  see  it  is  to  avoid  that  kind  of  duplication. 

Since  the  District  does  not  have  the  authority  to  impose  income 
taxes  on  nonresidents,  it  cannot  afford  the  same  exclusion  to  them. 
Richmond  can. 

Mr.  Harris.  What  you  are  saying  though  is  if  you  are  going  to 
adopt  a  tax  to  avoid  duplication,  you  want  to  make  sure  you  avoid 
the  duplication  with  regard  to  the  resident  so  you  can  apply 
duplication  with  respect  to  nonresidents. 

Mr.  Deabkin.  To  the  extent  that  the  District  was  able  or  indeed  to 
the  extent  that  Congress  at  that  time  considered  it  appropriate  to 
l^rovide  an  equity  in  the  application  of  the  unincorporated  business 
tax  it  did  it  by  providing  this  kind  of  an  exclusion. 

It  would  be  better  if  the  same  exclusion  existed  in  Maryland  and 
Virginia.  It  does  not.  I  think  this  is  an  argument  which  has  gone  back 
and  forth  here  for  some  time. 

Mr.  Harris.  Straight  off  as  the  obvious  expert  you  are  with  regard 
to  tax  policy,  there  is  no  other  way  to  justify  a  tax  credit  for  a  tax 
like  this  other  than  to  say  it  is,  in  fact,  an  income  tax  and  the  person 
paying  an  income  tax  should  receive  a  tax  credit  for  it. 

Is  there  any  other  way  to  justify  a  tax  credit  procedure  on  this? 

Mr.  Drabkix.  Because  it  is  a  duplication.  Sure,  it  is  an  income  tax. 
Xoibody  is  quarreling  on  it.  The  question  you  have  to  deal  with  is  what 
the  District  Home  Rule  Act  provides. 

It  says  that  City  Council  may  not  impose  a  tax  on  the  personal  in- 
come of  an  individual  not  a  i-esident  of  the  District  of  Columbia,  and 
this  tax  is  imposed  on  the  unincorporated  business  and  that  is  the 
difference. 

Mr.  Harris.  And  the  difference  is  again  exemplified.  We  don't  call 
it  an  unincorporated  business  but  we  call  it  a  personal  income  tax 
when  that  person  goes  to  compute  his  tax  liabilit3\  I  did  go  to  law 
school  but  I  must  have  gone  to  the  wrong  one  because  they  did  not 
teach  me  to  interpret  the  words  dift'erently. 

Since  Congress  said  there  should  not  be  a  commuter  tax  and  even 
though  Congress  might  feel  that  this  was  an  income  tax  that  did  apply 
to  nonresidents  but  did  not  apply  to  residents,  that  it  would  be  better 
for  the  Congress  to  wait  for  the  courts  to  decide  whether  or  not  this 
was  in  fact  a  commuter  tax. 

Is  that  your  basic  point  ? 

Mr.  Drabkin.  Yes. 

Mr.  Harris.  I  just  wondered  what  kind  of  business  Congress  is  in 
if,  in  fact,  it  passes  a  law  to  prohibit  something  and  when  that  some- 
thing happens,  it  waits  for  the  Congress  to  decide. 

Mr.  Drabkin.  If  you  assume  the  conclusion  there  is  no  answer  to 
the  question.  The  question  is  whether  in  fact  there  is  such  a  violation. 
You  are  saying  there  is.  You  are  saying  Congress  should  do  something 
about  it.  Other  people  say  there  is  no  violation. 

That  is  the  question. 

Mr.  Harris.  Shouldn't  Congress  decide  that  question  ? 

Mr.  Drabkin.  It  is  a  close  enough  legal  question  that  you  ought  to 
leave  it  to  the  courts. 

Mr.  Harris.  Even  though  it  is  an  income  tax. 

Mr.  Drabkin.  Even  though  it  is  a  franchise  tax  measured  bv 
income. 
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Mr.  Mazzou.  Thank  you  very  much.  Maybe  Mr.  Drabkin,  you  can 
clarify  a  point.  As  you  were  in  the  colloquy  with  the  gentleman  from 
Virginia,  unless  I  misunderstood,  is  not  simply  an  exclusion  allowed — 
a  citizen  of  the  District  of  Columbia  is  allowed  to  disregard  X  amount 
of  the  income,  that  amount  subject  to  the  franchise  tax  and  then  that 
much  which  is  beyond  it  is  subject  to  the  District  tax. 

Is  that  not  correct  ? 

Mr.  Drabkin.  Yes. 

Mr.  Mazzoli.  There  is  not  a  tax  credit. 

Is  it  not  simply  a  proviso  wherein  a  certain  amount  of  income 
already  taxed  once  via  the  franchise  tax  is  excluded  from  considera- 
tion from  a  subsequent  tax,  the  income  tax,  is  that  not  correct? 

Mr.  Drabkin.  Correct. 

Mr.  Mazzoli.  In  that  case  you  don't  have  an  income  tax.  You  have  a 
franchise  tax  and  a  subsequent  income  tax  but  not  on  the  same  dollar 
bill,  is  that  not  correct? 

It  seems  to  me  that  it  is  impotant  because  if  you  take  tax  credits  and 
apply  them,  then  you  enter  a  reciprocity  arrangement. 

Here  we  are  not  entering  such  an  arrangement.  We  are  not  giving 
credit.  We  are  excluding  money  and  disregarding  it  as  income  to  be 
subject  to  certain  taxes,  is  that  not  correct? 

HOME   RULE 

Mr.  Drabkin.  I  think  you  are  correct.  The  question  really  is  whether 
it  runs  afoul  of  the  language  in  the  Home  Rule  Act  which  says  you 
can't  levy  a  tax  on  the  personal  income  of  an  individual  not  a  resident. 

The  tax  here  is  a  tax  on  the  business.  The  incident  is  a  privilege  of 
doing  business  and  it  is  measured  by  net  income. 

Mr.  Mazzoli.  I  did  think  that  tax  credit  was  not  exactly  the  precise 
way  to  describe  it.  Minority  counsel  has  some  questions. 

Mr.  Christian.  Thank  you  very  much,  Mr.  Chairman. 

GARDELLA    CASE 

Mr.  Drabkin,  with  respect  to  your  endorsement  of  the  position  of 
the  Corporation  Counsel  in  the  District  of  Columbia  with  respect  to 
the  validity  of  the  tax  as  not  being  violative  of  the  Home  Rule  Act, 
the  Corporation  Counsel  relies  to  some  extent  upon  the  Gardella 
decision. 

I  would  like  to  have  your  view  with  respect  to  the  applicability  of 
that  decision.  Are  we  to  accept  that  interpretation  of  a  Maryland  State 
court  with  respect  to  the  validity  of  this  tax  when  that  decision  has  no 
applicability  outside  of  the  Maryland  jurisdiction? 

Mr.  Drabkin.  I  don't  think  the  Gardella  decision  is  the  espouser  of 
whether  or  not  this  violates  the  language  of  the  Home  Rule  Act. 

TAX   ON    ENTITIES 

Mr.  Christian.  Moving  to  the  question  of  the  levy  of  tax  upon  en- 
tities, with  respect  to  the  sole  practitioner  in  the  District,  is  your  anal- 
ysis with  respect  to  partnerships  applicable  to  the  sole  practitioner? 

Mr.  Drabkin.  The  problem  is  we  have  a  range  of  things  here.  On  the 
one  hand  you  have  my  corporation  example,  and  everybody  would 
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agree  that  is  an  entity.  If  you  impose  a  tax  on  the  corporation  and  the 
District  repealed  an  exemption  for  the  corporation  and  all  of  tlie  share- 
holders were  nonresidents,  you  would  not  say  that  that  violated  home 
rule. 

I  think  the  problem  gets  harder  when  you  deal  with  just  a  sole  pro- 
prietor. The  concept  of  an  entity  is  more  difficult  although  there  are 
differences  in  the  tax  base  for  the  unincorporated  business  taxes  as  ap- 
plied to  the  sole  operation — the  sole  practitioner  or  the  sole  proprietor, 
a  difference  between  what  he  pays  under  the  unincorporated  business 
tax  and  his  personal  income  tax  purposes. 

Mr.  Christian.  Could  it  also  be  invalid  ? 

Mr.  Drabkin.  I  don't  think  that  it  would  be  because  I  think  tliat  the 
tax  is  not  a  tax  directed  to  nonresidents  alone. 

Mr.  Christian.  With  respect  to  the  ultimate  impact  and  effect, 
wouldn't  the  result  be  the  imposition  only  upon  a  sole  practitioner  who 
is  a  nonresident  ? 

Mr.  Drabkin.  For  example,  if  the  rate  is  higher  under  the  unincor- 
porated business  tax  than  it  is  under  his  personal  income  tax  he  would 
be  stuck  with  a  higher  tax  even  though  he  were  a  resident. 

Mr.  Christian.  But  in  terms  of  the  nonresident  paying  the  tax  as 
opposed  to  a  nonresident — as  opposed  to  a  resident,  the  practical  im- 
pact would  only  be  just  a  difference  with  respect  to  the  amount  but  still 
the  resident  would  be  able  to  take  advantage  of  some  sort  of  exclusion  ? 

Mr.  Drabkin.  Yes. 

Mr.  Christian.  Moving  to  the  category  which  this  tax  would  affect, 
the  D.C.  tax  laws  now  would  not  permit  the  application  of  this  tax  to 
professional  corporations.  Under  your  thinking  with  respect  to  the 
general  apj)licability  of  this  tax,  wouldn't  we  then  have  within  this 
category  of  professionals  a  built-in  discrimination  with  respect  to  law- 
yers practicing  in  the  District  under  a  professional  corporation  form, 
and  lawyers  practicing  in  the  District  which  are  not  in  the  corporate 
form? 

Wouldn't  there  be  that  built-in  discrimination? 

Mr.  Drabkin.  I  don't  see  what  you  are  driving  at. 

Mr.  Christian.  Take  two  groups  of  lawyers.  One  group  practices  in 
a  straight  partnership  form.  Another  group  practices  in  the  profes- 
sional corporation  form.  The  present  law  would  not  be  applicable  to 
the  professional  corporate  entity  but  it  would  be  applicable  to  the 
entity,  the  partnership  entity. 

If  you  take  those  two  entities,  one  partnership,  one  professional  cor- 
poration, both  returning  the  same  amount  of  income  in  the  District,  one 
escapes  taxation  under  present  law  and  one  does  not. 

Mr.  Drabkin.  I  would  not  view  it  as  discrimination.  The  tax  laws 
are  full  of  different  results  and  you  achieve  different  results  by  taking 
different  forms.  You  have  your  choice  as  to  whether  you  incorporate 
or  not. 

The  tax  consequences  apart  from  the  unincorporated  business  tax 
may  be  different  for  any  business,  whether  it  incorporates  or  not.  I 
don't  view  this  as  an  inappropriate  discrimination.  There  are  differ- 
ences which  people  may  or  may  not  choose  to  incur. 

Mr.  Mazzoli.  Majority  counsel  has  questions. 

Mr.  Nevens.  I  just  have  one  question.  The  committee  has  before  it  a 
bill  which  proposes  to  do  two  things.  One  is  to  remove  the  exclusion 
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of  the  income  on  which  the  franchise  tax  is  paid  from  the  personal  in- 
come tax. 

SALARY   DEDUCTIONS 

The  other  provision  is  to  raise  the  allowance  for  salaries  to  80  per- 
cent.. I  am  wondering  if  you  could  give  us  a  few  comments  on  that  bill, 
H.R.  9471,  and  how  you  feel  about  this  committee  enacting  that  bill? 

Mr.  Drabkin.  I  indicated  during  the  course  of  my  testimony  that  I 
did  not  know  what  the  appropriate  level  of  salary  deduction  ought  to 
be  under  the  unincorporated  business  tax.  You  have  different  types  of 
businesses  and  the  attempt  to  provide  a  fair  salary  deduction  is  very 
elusive.  It  might  well  be  that  the  appropriate  answer  would  be  for  a 
salary  deduction,  some  sort  of  reasonable  economically  justifiable  scale. 

For  example,  you  might  have  a  20  percent  deduction  for  merchants, 
3^ou  might  have  a  higher  deduction  for  professionals  and  you  might  be 
able  to  break  the  thing  down  even  further.  I  don't  know  of  any  juris- 
diction which  has  done  that  but  that  might  be  an  appropriate  solution. 

If  people  are  not  inclined  to  do  that  then  if  the  revenue  process  would 
be  able  to  tolerate  it  then  80  percent  across  the  board  is  better  than  55 
percent  from  my  point  of  view  as  a  taxpayer. 

As  far  as  your  exclusion  is  concerned,  I  must  say  I  have  some  diffi- 
culty with  the  argument  that  says  if  I  can't  have  the  exclusion  as  a 
nonresident,  you  ought  to  take  it  away  from  the  District  of  Columbia. 

It  seems  to  me  things  stand  on  their  individual  merits  and  I  don't 
think  that  is  an  attractive  or  appropriate  argument. 

Mr.  Nevens.  In  a  response  to  a  question  from  Mr.  Harris  you  earlier 
responded  that  the  tax  is  an  income  tax.  Which  tax  were  you  referring 
to  ?  I  don't  believe  you  were  referring  tOrthe  unincorporated  business 
franchise  tax,  or  were  you? 

NATURE   OF   TAX 

Mr.  Drabkin.  The  tax,  lest  there  be  some  confusion  about  it,  the  tax 
is  a  tax  on  the  privilege  of  doing  business,  a  franchise  tax  and  it  is 
measured  by  net  income.  You  can  call  it  an  income  tax  but  there  are 
important  differences  in  the  tax  laws  as  to  whether  or  not  something- 
is  a  franchise  tax. 

Under  a  franchise  tax  you  can  include  income  from  Federal  bonds, 
for  example.  You  can't  include  it  under  a  straight  income  tax.  This  is 
gobbledygook  that  is  in  the  tax  laws  and  is  well  respected.  I  don't  think 
it  is  a  very  desirable  kind  of  thing  but  the  fact  is  that  if  Congress 
wanted  to  eliminate  the  power  of  the  District  of  Columbia  to  extend 
the  unincorporated  business  tax  to  other  people  and  to  nonresidents, 
it  could  have  done  so  in  1974  and  it  did  not  do  so. 

Mr.  Fauntroy.  Is  there  any  other  way  of  measuring  a  franchise  tax 
for  professionals  on  income? 

Mr.  Drabkin.  You  could  measure  it  on  gross  as  well  as  net,  for  ex- 
ample. You  could  have  a  franchise  tax  which  is  imposed  on  a  fixed 
amount.  A  license  tax  could  be  viewed  as  a  franchise  tax. 

Mr.  Fauntroy.  So  that  a  combination  that  raises  money  from  the 
unincorporated  professions,  in  your  judgment,  would  be  more  pal- 
atable to  them  if  it  were  not  based  on  income,  net  income? 
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Mr.  Drabkix.  I  suspect,  Mr.  Fauntroy,  that  by  and  large  people  are 
economic  creatures  and  I  think  the  question  for  most  people  is  the 
bottom  line. 

Mr.  Harris.  Will  the  gentleman  yield  on  that  ? 

Mr.  Fauntroy.  I  will  yield. 

Mr.  Harris.  I  feel  like  we  are  coming  down  to  a  very  essential  point. 
There  is  no  question  that  the  way  other  jurisdictions  in  this  area  deter- 
mines franchise  tax  is  on  gross  receipts.  The  real  problem  is  that  when 
you  go  a  net  income  tax  route  and  make  that  credited  towards  your 
income  tax  liability  for  residents,  you  have  in  fact  distorted  that  tax  a 
great  deal. 

It  is  no  longer  a  franchise  tax. 

Mr.  Mazzoli.  The  gentleman  from  Connecticut  is  recognized. 

Mr.  McKinney.  You  are  too  valuable  a  witness  to  let  go.  I  was  going 
to  suggest  facetiously  that  the  gobbledygook  is  what  keeps  tax  lawyers 
such  as  yourself  so  busy. 

[Laughter.] 

H.R.    9471 

Mr.  McKiNNEY.  I  think  you  misinterpreted  the  intent  of  the  Gude 
bill  [H.R.  9471].  The  intent  of  the  Gude  bill  is  not  to  say  we  are  going 
to  tax  the  District  residents  more  because  we  can't  deduct  it.  The  intent 
of  the  Gude  bill  is  to  say  if  this  is  a  franchise  tax  for  the  privilege  of 
doing  business  in  the  city  of  Washington,  then  let  us  have  everybody 
pay  that  franchise  tax  for  the  privilege  of  doing  business  in  Wash- 
ington whether  they  are  Washmgton  residents,  Virginia,  Maryland 
residents  or  a  Delaware  resident. 

Let's  have  everybody  pay  it.  In  other  words,  what  the  Gude  bill  is 
trying  to  say  is  that  the  city  council  is  saying  this  is  a  franchise  tax. 
Their  route  of  protection  is  to  call  it  a  franchise  tax  for  the  privilege 
of  doing  business  in  the  city  of  Washington. 

Therefore  what  the  Gude  bill  is  saying  is  let's  really  make  it  a  fran- 
chise tax  and  have  everybody  pay  it  on  an  equal  basis  and  have  no 
deductions  on  one  group's  income  that  are  not  on  the  other  because 
it  is  in  essence  a  franchise  tax  rather  than  an  income  tax. 

I  think  that  is  what  Mr.  Gude  meant.  I  can't  speak  for  him  but  I  do 
believe  that  is  the  intent  of  the  bill  as  he  wrote  it.  It  is  very  difficult 
for  a  Congressman  who  represents  a  neighboring  area  to  have  his 
intentions  considered  on  the  basis  on  which  they  were  delivered  be- 
cause he  is  suspect  by  his  neighbors  as  is  Mr.  Harris  and  several  others. 

The  city  council  came  before  us  and  called  this  a  franchise  tax.  'What 
he  is  saying  is  OK,  it  is  a  tax  that  everybody  will  take  on  an  equal  basis 
for  the  privilege  of  doing  business  in  the  city  of  Washington. 

Mr.  Drabkin.  It  is  a  little  bit  like  looking  at  this  glass.  Some  might 
see  it  half  full,  others  half  empty.  These  are  reciprocal  aspects  of  the 
same  problem. 

Mr.  Mazzou.  I  want  to  thank  you  very  much. 

If  this  tax  package  were  to  become  law,  all  people,  resident  or 
nonresidents  of  the  District  of  Columbia,  will  send  in  a  certain  amount 
of  money  to  some  office  called  the  office  of  franchise  tax — residents 
will  send  fewer  dollars  into  the  office  labeled  income  tax  office  but 
everybody  pays  a  franchise  tax. 
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A  certain  number  of  dollar  bills  are  going  to  go  in  that  door  labeled 
franchise  tax  collector.  Fewei"  dollars  may  be  going  into  the  door  of 
the  man  labeled  income  tax  door  but  the  franchise  tax  is  being  paid. 

So  in  effect  what  the  Gude  bill  does  is  to  deprive  the  District  of 
its  right  of  self  determination  of  tax  policies  and  further  it  provides 
a  penalty  to  the  people  who  are  going  to  pay  a  franchise  tax  in  any 
event. 

Thank  you  very  much,  Mr.  Drabkin.  I  hope  you  remain  in  the  room. 

[The  prepared  statement  of  Mr.  Drabkin  follows :] 

Prepared  Statement  of  Murray  Drabkin,  Esq. 

Mr.  Chairman  and  members  of  the  Subcommittee  on  Fiscal  Affairs : 

I  appear  here  this  morning  at  the  invitation  of  the  chairman,  requesting  my 
views  on  the  District  of  Columbia's  1975  tax  package.  In  particular,  I  have 
been  asked  to  comment  on  the  repeal  of  the  exemption  for  professionals  from 
the  District's  unincorporated  business  tax.  Before  doing  so,  however,  a  few 
words  are  in  order  as  to  my  own  frame  of  reference  in  this  matter. 

I  am  a  lawyer  practicing  in  the  District  of  Columbia.  I  also  reside  in  the 
District.  For  the  past  15  years  I  have  been  actively  concerned  with  questions 
of  state  and  local  taxation  in  terms  of  both  tax  policy  and  tax  practices.  My 
experience  has  included  service  as  chief  counsel  to  a  special  subcommittee  of 
the  House  Committee  on  the  Judiciary  which  conducted  a  nationwide  study  of 
state  and  local  business  and  sales  taxes.  Subsequently  I  served  as  a  special  con- 
sultant on  tax  policy  to  Mayor  John  V.  Lindsay  of  New  York  where  I  directed 
a  restructuring  of  the  City's  tax  laws.  I  have  also  served  as  executive  director 
of  a  tax  study  commission  created  by  the  Governor  and  Legislature  of  the  State 
of  Connecticut.  More  recently  I  have  served  as  special  tax  counsel  to  the  State 
of  Vermont  and  as  an  advisor  on  bank  taxation  to  the  Federal  Reserve  Board, 
the  Advisory  Commission  on  Intergovernmental  relations  and  the  Common- 
wealth of  Puerto  Rico. 

Apart  from  my  professional  background,  like  everyone  else,  I  am  also  a  tax- 
payer and  as  a  taxpayer  I  must  confess  to  a  growing  resentment  against  any 
increase  in  the  proportion  of  my  income  which  is  taken  from  me  in  the  form  of 
taxes.  Accordingly,  I  start  from  the  perhaps  primitive  position  that  any  in- 
crease in  taxes  is  presumptively  undesirable.  I  say  "presumptively"  because 
we  all  recognize  that  increases  are  sometimes  warranted  either  as  a  matter  of 
equity  or  of  vital  social  need. 

It  is  not  my  purpose,  however,  this  morning  to  attempt  to  evaluate  whether 
the  District  of  Columbia  requires  new  revenues  totaling  some  $54  million.  There 
are  others  who  are  far  better  equipped  than  I  to  talk  about  the  expenditure  side 
of  the  District's  budget.  For  purposes  of  discussion,  therefore,  I  shall  simply 
assume  that  the  $54  million  in  new  revenues  are  needed  and  direct  myself  to 
the  question  of  whether  the  measures  enacted  by  the  City  Council  to  provide 
these  revenues  are  reasonable  and  fair. 

GROSS   RECEIPTS   TAX 

In  the  publicity  and  debate  over  the  so-called  professionals  tax,  I  think  that 
the  public  and  perhaps  some  members  of  Congress  have  lost  sight  of  the  fact 
that  the  professionals  tax  is  but  one  element,  and  a  rather  small  one  in  terms 
of  dollars,  of  the  overall  package.  Regardless  of  how  one  views  the  professionals 
tax,  it  seems  to  me  that  the  District  of  Columbia  government  is  to  be  commended 
for  the  tax  program  which  it  ultimately  brought  forth.  I  say  this  as  much  for 
what  the  City  Council  and  Mayor  refrained  from  doing  as  for  what  they  did  do. 
For  example,  the  City  Council  ultimately  rejected  the  rather  astonishing  pro- 
posal for  an  across-the-board  1%  tax  on  gross  receipts.  The  gross  receipts  tax 
has  been  severely  criticized  by  almost  every  authority  who  has  considered  it. 
Several  states,  including  South  Dakota,  Georgia  and  West  Virginia,  have 
adopted  the  tax  and  then  abandoned  it  in  favor  of  other  forms  of  taxation. 
The  District  of  Columbia  itself  adopted  a  gross  receipts  tax  in  1937,  only  to 
repeal  it  one  year  later.  New  York  City,  which  adopted  such  a  tax  in  the  mid- 
1930's,  finally  yielded  to  the  recommendations  of  three  successive  studies  and 
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repealed  its  gross  receipts  tax  in  1966.  I  might  add  that  the  highest  rate  of  New 
York  City's  tax  was  less  than  ^  of  what  had  been  proposed  in  the  District. 

There  are  a  number  of  measures  in  the  District's  tax  package  which  appear 
to  have  evoked  little  controversy  but  which  I  believe  are  nevertheless  worthy 
of  comment. 

SALES   TAX 

1.  The  program  includes  a  repeal  of  the  2%  sales  tax  on  food  and  drugs.  The 
.repeal  of  the  tax  on  food  is  a  desirable  step  in  reducing  the  regressive  character- 
istics of  the  sales  tax.  I  see  no  reason  for  rei)ealing  the  2%  tax  on  non-prescrip- 
tion drugs;  indeed,  I  should  think  those  items  should  be  taxed  at  the  full, 
general  5%  rate.  I  also  see  no  reason  to  have  repealed  the  2%  sales  tax  on 
laundry  and  dry  cleaning  and  I  should  think  that  it  might  well  have  been 
appropriate  to  increase  this  to  the  general  5%  rate. 

GROSS   EARNINGS   TAX 

2.  The  gross  earnings  tax  on  commercial  banks  was  increased  from  4%  to 
6%  and  on  building  associations  from  2%  to  3%.  The  fact  is  that  the  District's 
banks  are  currently  paying  a  lower  rate  of  tax  than  was  enacted  for  them  in 
1902.  An  increase  would  appear,  on  the  face  of  it,  long  overdue.  There  is  some 
question  as  to  whether  the  gross  earnings  tax  on  banks  results  in  a  greater 
burden  on  them  than  on  businesses  subject  to  a  tax  on  net  income  and  this 
question  merits  further  study. 

CIGARETTE   TAX 

3.  The  tax  package  includes  an  increase  in  the  cigarette  tax  from  6^  to  10^. 
Given  the  recent  increase  in  Maryland  and  the  combined  state  and  local  rate 
in  Virginia,  this  is  a  good  revenue  measure. 

MOTOR  VEHICLE   TAXES 

4.  The  program  contains  a  number  of  increases  in  taxes  and  fees  for  the 
use  of  motor  vehicles.  These  include  an  8%  parking  tax,  an  increase  in  motor 
vehicle  registration,  an  increase  in  the  tax  on  the  sales  of  motor  vehicles  and 
a  2^  a  gallon  increase  in  the  gasoline  tax.  These  are  not  unreasonable  as 
revenue  measures  but  we  should  not  delude  ourselves  into  believing  that  they 
will  have  any  environmental  impact.  Even  before  these  taxes  have  taken  effect, 
the  price  of  public  transportation  has  substantially  increased  and  its  quality 
remains  unattractive. 

Now  I  should  like  to  turn  my  attention  to  the  more  controversial  aspects  of 
the  tax  package.  These  relate  to  the  increases  in  the  corporation  income  tax  and 
the  unincorporated  business  tax. 

CORPORATION   TAX 

When  the  City  Council  rejected  the  proposal  for  a  gross  receipts  tax,  it  found 
itself  hard  pressed  for  a  source  of  funds  to  replace  it.  In  response  to  suggestions 
from  the  business  community,  the  Council  increase  the  rates  of  the  corporation 
income  tax  and  the  unincorix)rated  business  tax  from  8  to  9%  on  a  permanent 
basis  and  imposed  an  additional  3%  on  a  temporary,  one-year-only  basis.  The 
permanent  increase  in  the  corporation  income  tax  to  9%  puts  the  District  among 
the  few  states  in  the  country  such  as  New  York,  California  and  Pennsylvania 
w^hich  are  at  9%  or  more.  The  tax  is  higher  than  Maryland's  7%  and  Virginia's 
ij%.  Nevertheless,  the  net  consequences  of  the  1%  increase,  after  deduction  for 
Pederal  tax  purposes,  is  small  enough  so  as  not  to  constitute  a  competitive  ele- 
ment in  my  judgment.  However,  it  seems  to  me  that  a  12%  rate  could  have  ad- 
verse consequences.  This  rate  gives  the  District  the  dubious  distinction  of  hav- 
ing the  highest  corporate  and  unincorporated  business  tax  rates  in  the  country. 
It  is  twice  as  high  as  Virginia's  corporate  income  tax  rate. 

I  am  aware  that  3%  of  the  total  12%  is  a  temporary,  one-year-only  measure. 
But  I  am  also  aware  that  the  New  York  City  sales  tax  was  enacted  in  1934  as  a 
one-year  emergency  measure.  Thereafter,  it  was  reenacted  13  times  on  a  year-to- 
year  basis  until  made  permanent  in  1955.  It  is  estimated  that  the  temporary  3% 
rate  will  produce  about  $10  million.  If  the  District  could  not  find  that  $10  million 
within  its  present  taxing  authority  this  year,  there  is  no  reason  to  believe  that  it 
can  do  so  next  year. 
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UNINCORPORATED  BUSINESS   TAX 

This  then  brings  me  to  the  unincorporated  business  tax.  In  order  to  find  an 
additional  $8  million  in  revenue  the  City  Council  voted  to  repeal  the  exemption 
for  professionals  contained  in  the  City's  unincorporated  business  tax.  First,  I 
should  like  to  say  a  word  about  the  unincorporated  business  tax  in  general.  The 
unincorporated  business  tax  is  rather  rare  form  of  taxation.  Although  it  was 
proposed  by  the  National  Tax  Association  as  part  of  its  model  state  business  tax 
structure,  the  unincorporated  business  tax  has  gained  very  little  acceptance.  As 
far  as  I  know,  only  two  states  now  impose  it — New  York  at  5.5%  and  New  Jersey 
at  %  of  1%.  The  tax  used  to  be  imposed  by  Connecticut  and  Rhode  Island  but 
both  states  have  repealed  the  tax,  Connecticut  as  of  1968  and  Rhode  Island  as  of 
1971. 

The  unincorporated  business  tax  is  imposed  by  a  number  of  cities,  most  notably 
New  York  City  as  part  of  an  overall  adoption  in  duplicate  of  the  State's  tax  sys- 
tem. The  tax  is  also  imposed  by  St.  Louis  and  Kansas  City  in  Missouri ;  by  a 
number  of  cities  in  Ohio,  including  Cincinnati  and  Cleveland ;  and  by  a  number 
of  cities  in  Pennsylvania,  including  Pittsburgh. 

CORPORATIVE  TAX  IN  OTHER  JURISDICTIONS 

The  impact  of  the  tax  varies  somewhat  among  those  jurisdictions.  At  one  ex- 
treme the  New  York  unincorporated  business  tax  is  largely  duplicative  of  in- 
come already  taxed  under  the  state's  and  city's  personal  income  taxes.  Only  a 
small  deduction  is  allowed  for  the  compensation  of  the  proprietor  or  partners. 
The  deduction  may  not  exceed  $5,000  per  person  with  a  total  maximum  of  20% 
of  unincorporated  taxable  income. 

In  cities  other  than  New  York  and  the  District  of  Columbia,  the  tax  is  gen- 
erally designed  to  pick  up  earnings  not  subject  to  payroll  tax.  As  such  it  is  com- 
plementary rather  than  duplicative.  In  the  District  of  Columbia,  duplication  is 
avoided  by  allowing  District  residents  an  exclusion  from  their  personal  income 
tax  of  all  income  which  is  subject  to  the  unincorporated  business  tax.  Non-resi- 
dents do  not  have  such  an  exclusion  simply  because  neither  Maryand  nor  Virginia 
has  enacted  legislation  to  permit  it  against  their  personal  income  taxes,  as  does 
the  District. 

Even  with  the  provision  to  reduce  duplication,  the  District's  unincorporated 
business  tax  is  not  a  very  good  revenue  measure.  If  circumstances  permitted,  I 
should  think  that  the  District  might  want  to  give  serious  consideration  to  re- 
pealing it.  However,  the  immediate  problem  faced  by  the  District  is  how  to  ob- 
tain additional  revenue,  not  how  to  give  up  that  which  it  already  has.  With  its 
present  exemption  for  professionals,  the  tax  now  produces  some  $4  million  a 
year.  It  was  the  Council's  decision  to  retain  the  tax  but  to  eliminate  that  exemp- 
tion. It  seems  to  me  that  if  the  District  is  to  have  an  unincorporated  business  tax 
there  is  no  reason  whatsoever  for  imposing  it  upon  the  plumber  but  not  the 
lawyer,  the  store  owner  but  not  the  doctor. 

SALARY  DEDUCTION 

The  extension  of  the  tax  to  professionals  does  create  some  additional  problems. 
The  business  of  professionals  is  far  less  capital  intensive  than  many  other  unin- 
corporated businesses,  although  not  all,  and  accordingly  their  net  constitutes 
a  much  larger  percentage  of  their  gross.  Under  these  circumstances  the  20% 
salary  deduction  contained  in  the  existing  law  is  unrealistic.  The  District's  tax 
package  increases  this  amount  to  55%  and  I  understand  that  several  members 
of  Congress  are  proposing  that  it  be  increased  to  80%.  While  80%  may  be  realistic 
for  some  professionals,  it  is  clearly  too  high  for  merchants.  But  in  the  absence 
of  a  study  showing  what  the  appropriate  percentage  should  be,  on  an  industry- 
by-industry  basis,  I  should  think  that  the  same  deduction  ought  to  be  applied 
across-the-board.  If  adequate  revenue  can  be  produced  with  80%  then  I  i^ould 
think  80%  would  be  appropriate  until  a  rational  scale  of  deductions  can  be 
formulated. 

INCOME  EXCLUSION 

With  respect  to  the  exclusion  accorded  District  residents  for  income  subject  to 
the  unincorporated  business  tax,  this  has  generated  a  reaction  which  is  out  of 
all  proportion  to  the  facts.  I  think  it  should  be  made  clear  that  this  is  not  a  new 
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exclusion  designed  especially  to  get  nonresident  professionals.  The  exclusion  has 
been  in  the  District's  tax  law  since  1947.  It  was  enacted  by  Congress  in  the  same 
Revenue  Act  as  contained  the  unincorporated  business  tax.  Thus,  under  present 
law  the  tradesman  who  has  a  business  in  the  District  and  lives  in  the  District 
receives  the  exclusion,  but  a  tradesman  who  lives  in  suburban  Maryland  or  sub- 
urtban  Virginia  receives  no  credit  or  exclusion  from  his  Maryland  or  Virginia 
tax  for  his  District  unincorporated  business  tax.  This  has  been  the  law  for  some 
30  years.  Furthermore,  this  exclusion  was  enacted  not  by  a  home  rule  City 
Council  but  by  the  Congress  of  the  United  States  itself  at  a  time  when  the  subur- 
ban legislators  all  but  dictated  the  laws  of  the  District.  Apparently  Congress 
did  not  view  this  effort  to  prevent  double  taxation  of  District  residents  as  im- 
posing an  unconstitutional  discrimination  or  any  Inequity  upon  those  who  con- 
ducted business  in  the  District  but  resided  elsewhere. 

The  suggestion  has  been  made  that  equity  requires  that  if  the  unincorporated 
business  tax  is  to  be  extended  to  professionals,  the  exclusion  of  income  subject 
to  that  tax  now  enjoyed  by  District  residents  should  be  repealed.  I  find  this  a 
rather  curious  proposal.  Stripped  to  its  bare  essentials,  the  argument  is  that  if 
doctors  and  lawyers  who  reside  in  Maryland  and  Virginia  cannot  convince  their 
legislatures  to  enact  similar  exclusions  under  the  personal  income  tax  laws  of 
those  states,  the  Congress  must  take  away  the  exclusion  which  District  residents 
have  had  for  30  years. 

The  fact  is  that  within  the  limits  of  its  taxing  power  the  District  has  attempted 
to  achieve  equity  in  the  application  of  the  unincorporated  business  tax.  It  has 
done  this  by  minimizing  the  duplicative  effect  of  the  tax  through  the  means  of  a 
personal  income  tax  exclusion.  Since  the  District  may  impose  its  personal  in- 
come tax  only  upon  its  residents,  that  exclusion  can  apply  only  to  District  resi- 
dents. The  unwillingness  of  Maryland  and  Virginia  either  to  have  their  residents 
subject  to  a  tax  on  their  earnings  in  the  District  or  to  provide  an  exclusion  from 
their  personal  income  taxes  for  unincorporated  business  tax  payments  is  not  a 
good  reason  for  repealing  this  equitable  element  in  the  District's  tax  structure. 

Repeal  of  the  exclusion  would  be  a  step  backward  toward  second  class  fiscal 
citizenship  for  the  District  of  Columbia.  The  taxation  of  District  residents  would 
be  decided  not  by  the  District  of  Columbia  but  rather  by  political  pressures  on 
Congress  from  Maryland  and  Virginia.  If  the  District's  unincorporated  business 
tax  has  a  heavier  impact  upon  a  non-resident — professional  or  non-professional — 
It  is  not  because  of  the  action  of  the  District  government  today,  or  of  the  Congress 
in  first  enacting  the  exclusion.  The  responsibility,  then  as  now,  is  with  Annapolis 
and  Richmond. 

BUSINESS   PRIVILEGE  TAX 

Much  has  been  said  on  the  issue  of  whether  the  extension  of  the  unincorporated 
business  tax  to  professionals  violates  the  District's  home  rule  charter.  Respect- 
able and  responsible  men  have  taken  positions  on  both  sides  of  the  issue  and  the 
Subcommittee  has  heard  the  arguments.  I  support  the  conclusion  reached  by  the 
District's  Corporation  Counsel  that  repeal  of  the  exemption  does  not  violate 
Section  602(a)  (5)  of  the  Home  Rule  Act.  That  section  denies  the  City  Council 
authority  to 

*  *  ♦  impose  any  tax  on  the  whole  or  any  portion  of  the  personal  income 
either  directly  or  at  the  source  thereof,  of  any  individual  not  a  resident  of 
the  District. 
The  plain  meaning  of  602(a)  (5)  is  that  the  restriction  applies  to  taxes  im- 
posed on  the  personal  income  of  a  non-resident  individual.  The  tax  proposed  to  be 
levied  on  professional  businesses  is  not  such  a  tax. 

Section  47-1574b  of  the  District  Code  deals  with  the  unincorporated  business 
tax.  It  is  titled  "Imposition  and  rate  of  tax."  Section  47-1574b  provides 

For  the  privilege  of  carrying  on  or  engaging  in  any  trade  or  business 
within  the  District  and  of  receiving  income  from  sources  within  the  Dis- 
trict, there  is  hereby  levied  for  each  taxable  year  a  tax  at  the  rate  of  8  per 
centum  upon  the  taxable  income  of  every  unincorporated  business,  whether 
domestic  or  foreign  .  .  . 
The  tax  is  a  business  franchise  tax  imposed  on  the  privilege  of  doing  business  in 
the  District  of  Columbia.  It  is  not  a  tax  on  the  personal  income  of  non-resident 
individuals. 

It  is  true  that  the  unincorporated  business  tax  provides  that  the  tax  shall  be 
payable  by  the  persons  conducting  the  unincorporated  business.  But  this  would 
be  the  case  in  any  event  since  the  owners  of  an  unincorporated  business  are 
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always  personally  liable  for  the  debts  and  expenses  of  the  business.  In  this  regard 
the  economic  impact  of  the  tax  is  no  different  than  the  impact  of  a  corporate 
income  tax  on  the  shareholders  of  a  small  closely  held  company.  The  burden  in 
both  cases  falls  upon  the  owners.  Yet  it  would  not  be  suggested  that  the  extension 
of  the  corporate  income  tax  to  a  class  of  companies  now  exempt  from  the  Dis- 
trict's corporation  income  tax  would  be  a  violation  of  the  Home  Rule  Act  because 
its  shareholders  happen  to  be  residents  of  Maryland  and  Virginia. 

HOME  RULE 

In  short,  the  situation  is  this.  At  the  time  home  rule  was  granted  there  had 
been  on  the  books  for  a  good  many  years  an  unincorporated  business  tax  which 
applied  to  both  residents  and  non-residents.  As  part  of  the  grant  of  home  rule, 
Congress  prohibited  the  District  from  imposing  a  personal  income  tax  on  non- 
resident individuals.  It  did  not  prohibit  the  District  from  imposing  a  business 
franchise  tax  on  unincorporated  businesses  and  it  certainly  did  not  prohibit  the 
District  from  repealing  an  exemption  from  an  existing  business  tax  which  al- 
ready applied  to  both  residents  and  non-residents.  Accordingly,  it  seems  to  me 
that  both  on  the  plain  meaning  of  the  words  in  the  Home  Rule  Act  and  as  a 
matter  of  reasonable  statutory  construction,  the  repeal  of  the  exemption  for 
professionals  does  not  violate  the  District's  charter. 

All  of  this  is  not  to  say  that  the  extension  of  the  unincorporated  business  tax 
to  professionals  without  problems.  The  tax  is  likely  to  be  litigated ;  it  may  cause 
some  professionals  to  incorporate  to  avoid  the  tax ;  it  may  cause  others  to  have 
the  District.  Rightly  or  wrongly,  it  is  not  a  tax  measure  which  has  won  cheerful 
acceptance. 

EXCESSIVE  TAX  INCREASES 

The  excessive  increases  in  the  corporation  income  tax  and  in  the  unincor- 
porated business  tax  as  well  as  the  extension  of  the  unincorporated  business  tax 
to  professionals  are  manifestations  of  a  larger  problem — the  limited  sources  of 
revenue  available  to  the  District.  Intensifying  this  problem  is  the  denial  to  the 
District  of  the  authority  to  tax  the  earnings  of  non-residents.  Some  40  states  in 
this  country  have  personal  income  taxes  and  I  know  of  none,  including  Maryland 
and  Virginia,  in  which  the  non-resident  is  exempted  from  taxation  on  his  earn- 
ings within  the  taxing  state.  This  is  an  issue  which  Congress  will  have  to  face 
up  to  sooner  or  later.  I  would  suggest  that  a  good  many  problems  such  as  those 
I  have  discussed  this  morning  could  be  avoided  if  it  were  sooner  rather  than 
later. 

LEGISLATIVE  RECOMMENDATION 

As  a  means  of  resolving  the  diflficulty  over  the  unincorporated  business  tax 
and  at  the  same  time  facing  up  to  the  District's  rights  and  needs,  I  would 
suggest  that  the  Congress  and  the  District  government  agree  to  a  revision  of  the 
District's  tax  package  along  the  following  lines : 

1.  Congress  should  enact  legislation  which  would  allow  the  District  of  Colum- 
bia to  phase  in  a  tax  on  non-resident  earnings.  Such  a  phase-in  would  avoid  an 
abrupt  increase  in  District  revenues  with  the  consequent  dangers  of  inadequate 
controls  and  planning  for  the  use  of  the  funds.  Since  Maryland's  and  Virginia's 
revenues  would  be  reduced  because  of  the  credits  they  give  to  their  residents, 
such  a  phase-in  would  give  the  Maryland  and  Virginia  legislatures  more  time  to 
take  whatever  steps  are  necessary  to  adjust  for  the  loss  of  revenue.  Finally,  a 
phase-in  would  ameliorate  the  impact  upon  the  non-resident  taxpayer  himsell  I 
would  suggest  that  the  tax  be  phased  in  at  the  rate  of  20%  of  the  full  amount 
over  each  of  the  next  5  years. 

2.  The  District  of  Columbia  on  its  part  would  abolish  the  unincorporated  busi- 
ness tax  entirely,  thus  rendering  moot  the  entire  question  of  the  tax  on  profes- 
sionals and  the  disparaties  between  the  resident  and  non-resident  professionals. 

If  Congress  is  unwilling  to  face  up  to  the  inevitable  at  this  time,  I  would  urge 
it  to  adopt  the  District's  Revenue  Act  of  1975,  as  proposed,  except  that  the  City 
Council  might  be  urged  to  amend  the  Revenue  Act  to  increase  the  exemption  for 
salaries  under  the  unincorporated  business  tax  to  80%.  If  that  produces  adequate 
revenue  or,  to  provide  a  reasonable  schedule  of  salary  exemptions.  There  should 
be  no  change  in  the  exclusion  accorded  under  existing  law  to  District  residents 
for  income  subject  to  the  unincorporated  business  tax.  A  repeal  of  this  exclusion 
would  only  serve  to  provide  an  additional  incentive  for  the  flight  to  the  suburbs 
of  District  residents.  If  any  changes  are  made  in  the  District's  tax  package,  they 
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should  be  made  by  the  District  government  and  not  the  Congress.  All  that  Con- 
gress can  appropriately  do  is  let  the  Revenue  Act  become  law  or  send  it  back  to 
the  District. 

HOME  RULE 

This  brings  me  to  my  final  point.  All  of  the  debate  must  be  viewed  against  the 
underlying  fact  that  Congress  has  in  fact  granted  home  rule  to  the  District.  I 
think  it  would  be  a  serious  repudiation  of  that  principle  for  Congress  now  to 
substitute  its  judgment  for  that  of  the  District  government  simply  because  the 
District  has  chosen  to  repeal  an  exemption  for  which  there  is  no  longer  any 
justification,  or  because  the  District  has  chosen  not  to  repeal  an  inxclusion  which 
Congress  itself  considered  appropriate  to  enact  in  the  first  place,  or  because  there 
is  some  difference  in  opinion  as  to  the  appropriate  level  of  a  salary  deduction. 
If  the  crucial  issue  resolves  itself  into  the  legal  question  of  whether  the  action 
taken  by  the  District  is  authorized  under  the  Home  Rule  Act,  then,  especially  in 
view  of  the  conflicting  opinions  presented,  the  Revenue  Act  should  be  allowed  to 
become  law  and  the  question  decided  by  the  courts. 

Mr.  Mazzoli.  I  would  like  now  to  call  the  panel  comprised  of  Mr. 
Ben  Fisher,  Federal  Communications  Bar  Association;  Mr.  David 
N.  Webster,  president,  Bar  Association  of  the  District ;  and  Mr.  Daniel 
A.  Rezneck,  president,  District  of  Columbia  Bar.  My  first  question  is 
what  is  the  difference  between  the  Bar  Association  of  the  District  of 
Columbia  and  the  District  of  Columbia  Bar  ? 

STATEMENTS  OF  BEN  PISHER,  EStt.,  PAST  PRESIDENT,  FEDERAL 
COMMUNICATIONS  BAR  ASSOCIATION;  DAVID  N.  WEBSTER,  ESQ., 
PRESIDENT,  BAR  ASSOCIATION  OF  THE  DISTRICT  OF  COLUMBIA; 
DANIEL  A.  REZNECK,  ESQ.,  PRESIDENT,  DISTRICT  OF  COLUMBIA 
BAR  ASSOCIATION;  JEROME  B.  LIBIN,  ESQ.,  CHAIRPERSON,  THE 
TAX  DIVISION  OF  THE  DISTRICT  OF  COLUMBIA  BAR 

Mr.  Webster.  Mr.  Rezneck  and  Mr.  Fisher  and  I  will  make  brief 
statements,  and  then  we  will  take  whatever  questions  the  committee 
will  fire  at  us.  As  an  opener,  my  name  is  David  Webster,  president  of 
the  Bar  Association  of  the  District  of  Columbia.  I  am  a  practicing 
lawyer,  partner  in  the  firm  of  Williams,  Connolly  and  Califano.  My 
association  runs  back  about  100  years,  and  it  is  a  voluntary  Associa- 
tion. It  was  the  old  Bar  Association  of  the  District. 

We  have  4,500  members.  They  are  District  of  the  Columbia  lawyers 
practicing  District  of  the  Columbia  law  for  the  most  part.  About  a 
third  of  them  are  residents  of  the  District. 

We  regard  ourselves  as  local  practitioners.  The  District  of  Columbia 
Bar  is  the  unified  or  integrated  bar  that  is  involuntary.  You  must  be  a 
member  of  the  District  of  Columbia  Bar  in  order  to  practice  law  in  the 
District.  That  grew  out  of  a  proposal  for  purposes  of  client  security 
and  lawyer  discipline. 

NO   HEARINGS   BY   THE   COUNCIL 

I  want  to  address  myself  to  just  a  couple  of  questions.  It  has  come 
to  my  attention  there  may  be  some  doubt  in  the  committee's  mind  about 
whether  or  not  there  were  public  hearings  on  this  bill,  or  whether  pro- 
fessionals had  any  input  at  the  city  council  level  before  this  tax  was 
passed. 

I  can  tell  you  quite  flatly  that  there  were  no  public  hearings,  and 
we  had  no  input  whatsover.  Many  of  the  questions  have  been  dis- 
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cussed  around  this  table :  80  percent,  55  percent,  franchise,  income,  ex- 
clusions, credits,  those  are  the  kinds  of  questions  which  I  think  should 
be  addressed  and  decided  by  the  city  council. 

I  regard  them  as  local  tax  questions.  I  think  that  is  consistent  with 
our  position  in  the  bar  association  as  supporters  of  home  rule.  The 
unfortunate  part  of  it  and  the  reason  why  this  subcommittee,  it  seems 
to  me  and  its  counterpart  in  the  Senate  had  to  deal  with  the  particular 
kind  of  tax  policy  you  have  been  talking  about  this  morning  is  that 
we  had  no  input, 

GROSS  RECEIPTS  TAX 

I  will  say  this :  The  original  tax  package  started  as  a  jorross  receipts 
tax,  a  1-percent  gross  receipt  tax.  I  supported  that  tax.  The  chairman 
of  my  tax  committee  appeared  before  the  Subcommittee  on  Revenue 
of  the  City  Council  and  supported  the  gross  receipts  tax. 

The  business  community  objected  to  it.  I  can  understand  why.  They 
proposed  instead  the  redo  of  the  exclusion.  We  were  not  asked  to  come 
back. 

There  were  no  public  hearings  on  that  new  proposal.  It  was  nego- 
tiated with  the  business  community  and  passed  at  first  reading  without 
any  publication  in  the  District  of  Columbia  Register.  Although  Mr. 
Barry  says  in  his  letter  to  Mr.  Harris  of  the  Senate  District  Committee 
staff  that  there  was  widespread  publicity  in  the  newspapers  about  it 
and  yet  no  one  came  forward,  I  must  confess  that  I  did  not  see  it. 

I  know  there  was  one  article  in  the  Washington  Post  on  May  30. 
There  was  no  indication  as  there  has  been  and  will  be  in  the  future 
on  legislation  pendinsr  before  the  City  Council.  They  have  an  enor- 
mous legislative  job.  We  as  practicing  lawyers  in  the  District  want  to 
open  up  that  line  of  communication  and  have  in  other  areas.  In  this 
area  we  did  not. 

I  learned  about  the  tax  on  June  23  after  first  reading.  I  sent  a  tele- 
gram to  each  member  of  the  City  Council  saying  there  have  been  no 
public  hearings  on  this  new  proposal,  and  it  represented  a  10-percent 
tax  on  income  retroactive  to  January  1,  1975.  I  said,  "Hold  it  off  for 
2  weeks.  Let  us  talk  to  you  about  it  ?" 

The  tax  passed  the  next  day.  Mr.  Rezneck  was  on  the  phone  trying 
to  reach  people.  He  finally  got  one  of  the  staff  people  who  said  on  the 
morning  of  the  vote  we  intend  to  pass  the  tax  first  and  then  perhaps 
we  will  talk  to  you  about  it  later. 

There  were  no  public  hearings.  Now  don't  be  misguided  in  that 
respect.  I  think  that  is  why  we  have  this  problem  here  which  leads  me 
to  a  proposal  that  I  intend  to  make.  We  have  supported  the  removal 
of  the  exclusion.  In  letters  to  the  City  Council,  in  prepared  statements 
before  the  subcommittee  in  the  Senate  and  here,  I  supported  this. 

We  claim  no  special  exclusion  because  we  are  professionals.  We  want 
a  tax  with  which  we  can  live.  We  have  devised  wavs  to  do  it.  The  prob- 
lem has  always  been  one  of  communication.  We  can't  get  to  them. 
They  decided  to  bypass  the  taxpayers  and  again  maybe  listen  to  us 
later. 

LEGISLATIVE  RECOMMENDATION 

T  think  it  would  be  wholly  consistent  with  the  nrinciple  of  home 
rule  to  support  the  Harris  amendment  rejected  as  of  now,  send  it  back 
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to  work  out  these  problems  at  the  City  Council  level  and  let  us  get  a 
tax  package  by  compromise  and  a  package  that  will  require  no  hear- 
ings by  Congress. 

There  was  some  question  raised  about  how  this  exclusion  for  lawyers 
or  professionals  got  into  the  statute  originally.  The  statute  was  im- 
posed— and  I  am  quoting  from  a  memorandum  from  Francis  Murphy 
to  Mayor  Washington — ^to  impose  a  tax  on  corporations. 

To  avoid  people  unincorporating,  they  did  the  same  thing  for  un- 
incorporated. The  exclusion  for  lawyers  was  in  there  for  two  reasons. 
It  was  not  lobbied  for  by  lawyers.  This  was  in  there  because  they 
could  not  incorporate  and  there  was  no  reason  to  put  them  in  the  bill 
if  you  are  trying  to  equalize  tax  treatment. 

Second,  the  law  was  taken  from  New  York  and  New  York  had  the 
exclusion  for  lawyers.  They  took  it  out.  Subsequently  in  1971  New 
York  repealed  that  exclusion. 

We  can  now  incorporate  and  now  is  the  time  to  enter  into  a  dialog 
on  property  tax  policy.  I  favor  broadening  the  tax  base  to  a  commuter 
tax,  but  I  think  that  is  an  issue  this  committee  does  not  have  to  address 
today. 

[Mr.  Webster's  prepared  statement  follows :] 

Statement  of  David  N.  Webster,  President  of  the  Bar  Association 

Mr.  Chairman  and  members  of  the  committee,  my  name  is  David  N.  Webster. 
I  am  the  President  of  the  Bar  Association  of  the  District  of  Columbia,  a  volun- 
tary organization  of  approximately  4,500  lawyers  who  practice  law  in  the  District 
of  Columbia,  and  a  imrtner  in  the  firm  of  Williams,  Connolly  and  Califano  of 
this  city.  I  am  here  to  speak  on  behalf  of  the  Bar  Association  about  the  bill 
before  you. 

First,  let  me  say  that  we,  as  lawyers,  do  not  object  to  being  taxed  in  some 
form  by  the  District  of  Columbia  if  in  its  legislative  judgment  a  tax  on  lawyers 
ought  to  be  enacted.  That  is  to  say  that  we  do  not  claim  some  right  to  special 
treatment  because  we  are  professionals.  We  recognize  that  the  present  exemption 
of  professionals  from  the  unincorporated  business  franchise  tax  came  at  a  time 
when  professionals  in  this  city  could  not  incorporate.  Since  the  purpose  of  the 
business  franchise  tax  was  to  prevent  persons  from  escaping  the  cori>oration 
tax  by  doing  business  in  unincorporated  form  and  since  professionals  can  now 
incorporate,  it  would  be  appropriate  in  our  view  to  revise  the  tax  structure  to 
recognize  this  change. 

DISCRIMINATORY    TAX 

We  do  object  to  the  D.C.  Council  action,  which  results  in  an  unfair  and  dis- 
criminatory tax  on  professionals.  Let  me  turn  to  what  we  regard  as  the  areas  of 
unfair  discrimination.  The  first  one  that  is  apparent  is  the  grossly  disparate  tax 
treatment  afforded  to  non-D.C.  residents  as  against  D.C.  residents.  In  its  applica- 
tion, the  new  tax  burden  will  operate  almost  entirely  on  a  very  narrow  group 
of  commuters,  i.e.  those  professionals  and  other  businessmen  who  (a)  own  an 
unincorporated  business  (b)  carry  on  that  business  in  the  District  of  Columbia, 
and  (c)  reside  outside  of  the  District.  This  is  so  because  persons  who  live  in  the 
District  will  exclude  from  their  income,  subject  to  D.C.  income  tax,  any  income 
reached  by  this  tax.  At  the  same  time,  a  professional  who  lives  in  Maryland  or 
Virginia  will  be  paying  state  and  D.C.  taxes  on  145  percent  of  his  or  her  net 
income. 

To  give  an  example,  assume  that  there  are  two  lawyers  with  offices  next  to  each 
other  in  the  District.  Each  nets  $40,000  a  year  from  his  practice,  is  a  calendar 
year  taxpayer,  and  a  member  of  a  5  partner  law  firm.  Lawyer  D  lives  in  the 
District,  while  Lawyer  M  lives  in  Maryland.  In  1975,  absent  the  unincorporated 
business  tax.  Lawyer  D  would  pay  personal  income  tax  of  about  $2,870  to  the 
District.  Lawyer  M  would  pay  about  $2,633  to  Maryland.  (See  Appendix  A.)  After 
passage  of  the  District's  1975  Revenue  Act,  however,  while  the  D.C.  resident 
professional's  tax  bill  will  rise  by  $400  to  $3,270,  the  Maryland  resident  profes- 
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sional's  tax  bill  will  Hse  by  $1,887  to  $4,520.  The  new  tax  burden  for  the  non- 
resident practicing  law  in  the  District  will  be  nearly  five  times  than  for  the  D.C. 
resident.  From  computations  such  as  these,  we  estimate  that  approximately  90 
percent  of  the  new  revenue  raised  by  his  tax  will  come  from  non-residents. 

Thus,  the  impact  on  a  D.C.  resident  is  only  the  spread  between  his  tax  rate 
under  the  income  tax  law  and  12  percent,  which  is  the  present  rate  of  this  tax.  In 
fact,  if  the  tax  rate  drops  to  9  percent  next  year,  there  will  be  some  cases  of  D.C. 
rsidents  where  the  D.C.  resident  will  pay  less  money  in  taxes  to  the  District  than 
that  same  person  paid  last  year  before  the  exemption  from  the  unincorporated 
business  tax  was  repealed,  merely  by  paying  the  lower  rate  available  under  the 
business  franchise  tax  as  finally  passed  by  the  Council.  Such  is  not  the  case  with 
respect  to  a  non-resident  who  carries  on  his  business  here. 

CHABTEB    VIOLATION 

The  disparity  of  the  burden  of  this  tax  appears  to  render  the  tax  violative  of 
the  District  of  Columbia  Self -Government  Act.  Section  602(a)  (5)  of  that  statute 
provides  that  "the  Council  shall  have  no  authority  to  .  .  .  impose  any  tax  on  the 
whole  of  any  portion  of  the  personal  income,  either  directly  or  at  the  source 
thereof,  of  any  individual  not  a  resident  of  the  District.  .  .  ."  The  new  tax  on 
professionals  is  a  tax  on  personal  income  because  of  the  direct  assessment  on  the 
income  from  their  personal  services  and  because  of  the  unreasonably  low  allow- 
ance for  salary — 55  percent.  It  thus  appears  that  Congress  has  declared  it  to  be 
beyond  the  power  of  the  Council. 

We  do  not  oppose  a  broad-based  commuter  income  tax  which  is  designed  to 
recognize  the  difference  in  benefits  received  ( and  therefore  in  rate  of  tax  to  be 
paid)  between  residents  and  nonresidents.  In  fact,  if  the  District  of  Columbia 
Council  seeks  authority  to  pursue  that  route,  we  would  support  such  efforts. 
However^  we  seriously  object  to  being  the  target  of  a  very  narrowly  aimed  com- 
muter tax  such  as  we  have  before  us. 

As  I  said  previously,  the  tax  is  also  unfair  in  several  other  respects.  In  the 
example  I  gave  previously,  you  will  notice  that  the  additional  tax  on  an  unincor- 
porated D.C.  resident  lawyer  is  about  the  same  as  a  one  percent  rise  in  his  income 
tax  rate.  This  increase  is  applicable  only  to  professionals.  Moreover,  the  impact  of 
this  tax  will  be  proportionately  higher  on  lower  income  self-employed  profession- 
als, while  salaried  professionals  will  not  have  to  bear  this  tax  at  all. 

This  brings  me  to  another  unfairness  in  the  new  tax  as  applied  to  lawyers. 
There  is  a  vast  difference  in  the  tax  treatment  of  those  who,  in  the  exercise  of 
their  professional  judgment,  have  chosen  not  to  incorporate.  The  incorporated 
professional  is  permitted  a  "reasonable"  allowance  for  his  salary,  like  any  other 
corporation.  In  the  case  of  a  non-resident  in  a  personal  service  business  with 
relatively  little  capital  investment,  like  the  practice  of  the  professions,  that  sal- 
ary is  neither  subject  to  the  D.C.  Corporation  tax  nor  to  the  D.C.  Income  tax. 
By  arbitrarily  deciding  that  45  percent  of  the  income  of  an  unincorporated  pro- 
fessional is  subject  to  the  tax,  the  Council  retroactively  has  created  a  disparity 
between  unincorporated  and  incorporated  professionals  which  seems  to  us  illogi- 
cal and  unreasonable.  For  the  present  year,  this  is  a  penalty  for  failing  to  have 
incorporated.  For  the  future,  it  is  an  inducement  to  incorporate.  Instead  of  neu- 
tralizing the  tax  impact  on  differing  forms  of  practice,  as  it  was  designed  to  do, 
the  unincorporated  business  tax  now  practically  requires  professionals  to  incor- 
porate if  they  want  to  do  business  in  the  District  of  Columbia. 

The  answer  to  this  disparity  is  not,  as  has  now  been  proposed  in  the  D.C. 
Council,  an  extension  of  the  same  arbitrary  55  percent  salary  limitation  to  incor- 
porated professionals.  Not  only  would  this  produce  the  same  unreasonable  re- 
sults for  non-residents  as  the  present  unincorporated  business  franchise  tax, 
but  it  would  enact  a  disparity  between  professional  corporations  and  all  other 
D.C.  corporations— just  the  kind  of  disparity  the  Council  has  said  it  wants  to 
eliminate.  It  would  also  depart  from  the  tax  policy  of  the  Federal  Government  on 
the  treatment  of  professional  corporations.  The  answer  instead  is  a  more  reason- 
able salary  allowance  for  all  professionals. 

Still  another  discrimination  in  the  tax  is  that  it  is  levied  only  on  professionals 
who  maintain  oflBces  in  the  District.  One  impact  of  this  is  the  obvious  inducement 
to  move  out  of  the  District.  We  are  advised  that  doctors  who  have  moved  their 
oflBces  out  of  the  District  already  have  found  that  their  patients  followed  them, 
an  obvious  inconvevnience  (or  worse)  to  D.C.  residents.  For  lawyers,  although 
some — principally  those  in  Federal  practice — may  leave,  this  is  more  likely  to 
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take  the  form  of  satellite  offices  in  the  suburbs,  fragmenting  practices  and  busi- 
ness to  expose  as  little  income  as  possible  to  the  D.C.  tax. 

Additionally,  it  is  a  little-noticed  fact  that  a  significant  proportion  of  the  mem- 
bers of  the  D.C.  Bar  even  now  are  not  residents  of  the  Washington  metropolitan 
area.  These  are  largely  lawyers  around  the  country  whose  practice  involves 
the  Federal  Government  and  who  find  it  advantageous  to  be  a  member  of  this 
Bar.  A  substantial  tax  such  as  this  on  those  local  lawyers  who  maintain  offices 
in  the  District  of  Columbia,  would  give  a  definite  financial  advantage  to  the 
out-of-town  practitioner. 

We  think  these  effects  of  this  new  tax  will  be  unfortunate  for  the  unity  and 
vitality  of  the  legal  profession  in  the  D.C.  area.  Our  members  are  an  asset  to 
the  D.C.  community,  and  we  think  it  will  be  everyone's  loss  if  they  are  dis- 
couraged in  this  fashion  in  the  practice  of  the  profession  within  the  City's  limits. 

Perhaps  a  word  should  be  added  about  the  effect  of  the  New  York  Court  of 
Appeals  decision  in  Shapiro  v.  City  of  New  York  (32  N.Y.2d  96)  which  is  relied 
on  by  the  District  in  support  of  the  legality  of  subjecting  professionals  to  the 
unincorporated  business  tax.  As  I  stated  earlier,  we  do  not  ask  for  continued 
exemption  from  the  tax.  We  have  not  questioned  the  applicability  of  the  proposed 
tax  to  professionals  on  constitutional  grounds — one  of  the  points  decided  in 
Shapiro.  We  do  question  the  legality  of  the  proposed  tax  under  section  602(a)  (5) 
of  the  Home  Rule  Act,  an  issue  not  involved  in  Shapiro.  Shapiro  said  the  laws 
governing  New  York  City  did  not  prohibit  such  a  tax.  We  argue  the  laws 
governing  the  District  of  Columbia  do  prohibit  it. 

Most  of  these  problems  I  have  discussed  can  be  avoided  by  a  fair  and  equitable 
tax  structure.  We  have  made  various  proposals  to  members  of  the  D.C.  Council 
in  this  regard.  We  stand  ready  to  work  on  these  alternatives  with  them  at  any 
time,  and  are  of  course  prepared  to  do  the  same  with  this  Committee. 

It  is  our  basic  position  that  the  Council  should  amend  this  Revenue  Act  to  per- 
mit a  "reasonable"  deduction  for  salaries.  This  will  have  the  effect  of  making 
the  tax  treatment  of  partnerships  and  sole  propietorships  congruent  with  Fed- 
eral and  District  tax  policy  on  corporations.  If  some  arbitrary  limitation  on 
salaries  is  to  be  enacted,  then  it  is  our  position  that  it  should  be  at  least  at  80 
percent,  which  all  would  agree  is  on  the  low  side  of  a  "reasonable"  allowance. 
Coupled  with  that,  we  would  propose  a  study  of  the  commuter  tax  problem  in 
its  entirety,  including  an  assessment  of  services  provided  to  commuters  and 
their  present  level  of  taxation  so  that  some  realistic  estimate  can  be  made  of 
what  exactly  is  their  fair  share  of  the  tax  burden.  In  that  way,  perhaps  a  form 
of  taxation  can  be  arrived  at  which  is  creditable,  in  whole  or  in  part,  against 
the  state  income  tax  in  the  place  of  residence. 

APPENDIX  A 

Lawyer  D  Lawyer  M 

1975  WITHOUT  PROFESSIONAL  TAX 

Net  Income $40,000  $40,000 

4  exemptions 3,000  3,200 

Standard  deduction.. 1,000  500 

Taxable  income 36,000  36,300 

Income  tax 2,870  i  2,633 


1975  WITH  PROFESSIONAL  TAX 

Net  business  income 40,000  40,000 

55  percent  salary  allowance 22,000  22,000 

Share  of  $5,000  exemption. 1,000  1,000 


Taxable  Income 17,000  17,000 

Unincorporated  business  tax 2,040  2,040 

Net  personal  income 23,000  40,000 

4  exemptions 3,000  3,200 

Standard  deduction 1,000  500 

Deduction  for  unincorporated  business  tax  (assuming  available) 2,040 

Taxable  income 19,000  34,260 

Income  tax 1,230  2,480 


Total  tax 3,270  4,520 

Increase  in  tax 400  1,887 

1  Includirtg  50  percent  county  surcharge. 
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Mr.  Rezneck.  Mr.  Chairman,  the  District  of  Columbia  Bar,  of 
which  I  am  president,  is  the  organization  of  all  lawyers  in  the  Dis- 
trict. It  is  the  so-called  miified  bar  and  we  have  over  20,000  members  of 
whom  about  8,000  are  actively  engaged  in  private  practice. 

SUPPORT  THE  TAX 

I  would  like  to  make  clear  that  our  organization  is  very  strongly 
in  support  of  home  rule.  Our  board  endorsed  the  home  rule  bill  in 
1973  when  it  was  pending  in  Congress.  We  support  it  now.  We  want  to 
work  out  these  problems  with  the  City  Council  if  at  all  possible. 

We  also  support  the  principle  of  a  fair  tax  on  professionals.  Our 
board  passed  a  resolution  in  favor  of  the  removing  of  the  professional 
exemption. 

Mr.  Mazzoli.  Just  out  of  curiosity,  when  did  the  bar  association 
have  this  much  interest  in  paying  some  tax  ? 

Mr.  Rezneck.  We  passed  our  resolution  in  June. 

Mr.  Mazzoli.  When  did  your  association  show  this  interest  in  paying 
taxes  ? 

Mr.  Webster.  When  the  City  Council  passed  the  tax,  our  board  took 
the  position  we  ought  not  to  claim  exemptions  as  professionals. 

Mr.  Mazzoli.  In  January  and  February  when  they  were  trying  to 
work  out  their  tax  problems,  were  these  taxes  proposed? 

Mr.  Webster.  We  supported  the  original  proposal  which  was  a  gross 
receipts  proposal. 

Mr.  Rezneck.  The  question  of  removing  the  exemption  did  not  arise 
until  very  late  in  the  day.  We  did  not  have  any  opportunity  to  be  heard 
on  that  before  the  Igeislation  actually  passed  the  Council. 

It  was  only  thereafter  we  were  able  to  open  up  a  dialog  with  the 
City  Council,  which  we  want  to  continue  now.  What  we  are  concerned 
about  is  that  removal  of  the  professional  exemption  not  be  done  in  such 
a  way  to  impose  and  unfair  tax  burden  on  anyone. 

federal  interest 

I  have  gone  into  the  specific  criticisms  that  we  have  made  of  the 
tax  in  the  present  form  in  my  statement.  I  will  address  myself  to  the 
question  of  the  Federal  interest  in  this  matter.  I  believe  that  the  legisla- 
tion in  its  present  form  and  at  its  present  rate  does  jeopardize  soine  im- 
portant interests  with  which  Congress  mav  legitimately  concern  itself. 

First  of  all,  I  would  like  to  point  out  the  importance  of  preserving 
the  viability  of  what  I  would  call  the  professional  community  located 
here  in  Washington.  Let  me  speak  about  lawyers  because  that  is  the 
profession  that  I  know  best.  This  is  the  seat  of  government,  and  the 
lawyers  who  are  here  in  the  District  of  Columbia  are  now  engaged 
simplv  in  the  representation  of  the  citizens  of  the  District  of  Colum- 
bia. They  are  also  in  the  representation  of  the  citizens  throughout  the 
country  brought  into  contact  in  their  dealings  with  the  Federal  Gov- 
ernment. We  all  know  the  multitude  of  Federal  agencies. 

Manv  of  these  problems  come  here  ultimately  to  lawyers  practicing 
in  the  District,  whether  it  is  a  matter  of  social  security,  or  immigra- 
tion, or  correction  of  military  discharges,  employee  ^ievances,  all 
sorts  of  matters  which  may  arise  elsewhere.  They  ultimately  come 
here  for  resolution.  The  lawyers  here  are  essential  to  the  proper  rep- 
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resentation  of  citizens  elsewhere  in  the  country  and  the  resolution  of 
those  controversies.  We  are  concerned  with  any  measure  which  would 
aflfect  the  viability  of  that  community  here. 

IMPACrr  OF  TAX 

We  have  had  indications  from  lawyers  that  they  are  giving  serious 
consideration  to  moving  out  of  the  District.  I  think  that  would  be  a 
serious  blow  to  this  interest  that  I  have  identified. 

Furthermore,  as  I  have  said,  our  organization  has  about  8,000  mem- 
bers who  are  actively  engaged  in  private  practice.  We  estimate  about 
half  of  them  reside  outside  the  District  of  Columbia.  I  want  to  em- 
phasize that  we  are  not  talking  just  about  members  residing  in  Mary- 
land and  Virginia  although  9ie  great  majority  of  our  members  re- 
side in  those  suburbs. 

We  have  many  members  in  many  other  parts  of  the  country  as  well 
who  belong  to  our  bar.  It  is  a  widespread  practice  for  firms  to  have 
offices  in  the  District  and  for  lawyers  elsewhere  in  the  country  to  come 
here  on  a  regular  basis  to  appear  in  our  local  courts,  to  appear  before 
the  Federal  agencies. 

Those  groups  as  well,  those  members  are  also  potentially  threatened 
or  jeopardized  with  a  potentially  serious  tax  burden  from  this  tax  in 
its  present  form.  I  think  that  is  also  an  interest  that  must  be  taken 
into  account.  We  have  had  a  tradition  and  a  rule  in  the  District  of 
Columbia  of  very  free  access  to  the  District  of  Columbia  bar.  We 
admit  lawyers  from  every  other  jurisdiction  in  the  United  States  to 
the  District  of  Columbia  bar  purely  on  motion,  if  they  are  members 
in  good  standing  of  another  jurisdiction. 

Unlike  many  States  we  do  not  impose  any  requirement  of  recipro- 
city, that  is,  we  do  not  refuse  to  admit  someone  coming  from  another 
State  unless  his  State  grants  complete  reciprocity  to  the  District. 

In  other  words,  we  have  had  a  policy  in  the  past  and  at  present  of 
encouraging  very  free  access  to  the  D.C.  bar.  We  want  lawyers  to 
come  in  and  open  up  offices  and  practice.  We  are  very  concerned 
about  legislation  such  as  this  legislation  in  its  present  form  which 
might  impair  that,  because  it  may  cause  people  to  leave  the  District  or 
might  discourage  them  from  opening  up  offices  here  or  from  becom- 
ing members  of  our  bar. 

I  think  that  is  contrary  to  what  I  consider  a  very  sound  public 
policy  in  favor  of  free  access  to  our  bar.  I  think  this  is  related  to  a 
point  that  has  been  made  about  access  to  the  seat  of  government.  I 
think  Mr.  Drabkin  referred  to  that. 

I  would  suggest  that  if  this  tax  does  have  the  effect  of  causing  law- 
yers not  to  come  here  or  to  close  their  offices  and  move  outside,  that 
is  a  form  of  impairment  of  free  access  to  the  seat  of  government. 

Mr.  Mazzoli.  Mr.  Rezneck,  in  order  that  we  keep  reasonably  on 
target,  I  wonder  if  you  could  conclude  your  statement  ?  We  will  be 
asking  questions. 

LEGAL   SERVICES   TO   THE   DISTRICT 

Mr.  Rezneck.  I  want  to  make  one  point  because  I  want  to  identify 
one  other  interest.  Our  organization  has  been  very  much  concerned  by 
a  threat  which  this  tax  in  its  present  form  might  propose  to  the  quan- 
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tity  and  the  quality  of  legal  services  presently  being  provided  in  the 
District  of  Columbia. 

Our  organization  has  been  strongly  committed  to  improving  the 
delivery  of  legal  services.  We  have  done  that  in  terms  of  providing 
aid  to  the  indigent  and  through  programs  we  are  attempting  a 
device  to  reduce  the  costs  of  legal  services  to  middle  income  people. 

We  are  concerned  about  a  tax  which  would  add  substantial  costs 
which  would  be  passed  on  to  the  consumers  of  legal  services  or  a  tax 
which  would  lead  lawyers  to  reduce  the  amount  of  time  they  are 
presently  devoting  to  public  services  or  reduce  the  number  of  cases 
they  will  take  at  reduced  or  no  fees. 

[JMr.  Eezneck's  full  statement  follows :] 

Statement  of  Daniel  A.  Rezneck,  President  of  the  District  of 
Columbia  Bar 

Mr.  Chairman,  Members  and  Staff  of  the  Committee,  my  name  is  Daniel 
Rezneck.  I  am  President  of  the  District  of  Columbia  Bar.  I  am  grateful  for  the 
invitation  to  comment  on  the  Revenue  Act  of  1975  insofar  as  it  affects  profes- 
sionals practicing  in  the  District  of  Columbia. 

The  District  of  Columbia  Bar  was  established  by  the  District  of  Columbia 
Court  of  Appeals  in  1972,  pursuant  to  the  District  of  Columbia  Reform  and 
Criminal  Procedure  Act  of  1970.  All  lawyers  in  the  District  of  Columbia  are 
members  of  our  organization.  The  Bar  has  over  20,000  members :  approximately 
8.000  of  them  are  engaged  in  private  practice  in  the  District.  The  purposes  of 
the  organization,  under  the  Court  Rules  which  created  us,  include  the  safe- 
guarding of  the  proper  professional  interest  of  the  members  of  the  Bar. 

I  am  appearing  before  you  today  to  state  my  concern  over  the  effect  of  the 
provisions  of  the  Revenue  Act  relating  to  professionals  on  our  members  and  to 
describe  the  adverse  impact  these  provisions  may  have  in  their  present  form 
on  the  delivery  of  legal  services  in  the  District  of  Columbia. 

HOME  rule 

Let  me  state  at  the  outset  that  the  D.C.  Bar  is  firmly  committed  to  the  princi- 
ple of  Home  Rule  for  the  District  of  Columbia.  Our  Board  of  Governors  sup- 
ported the  principle  of  Home  Rule  when  the  District  of  Columbia  Self-Govern- 
ment  Act  was  pending  in  the  Congress  in  1973.  We  have  endeavored  to  work 
closely  with  members  of  the  City  Council  and  their  staffs  on  a  variety  of  matters,* 
including  this  revenue  legislation.  We  seek  no  confrontation  or  collision  with  the 
new  City  Government,  but  only  fair  treatment  for  professionals. 

Let  me  also  make  clear  that  our  Board  of  Governors  is  on  record  in  favor  of 
the  principle  that  lawyers  and  other  professionals  should  pay  their  fair  share 
of  taxes  to  the  District  of  Columbia  Government.  I  am  not  here  to  urge  any 
blanket  exemptions  from  taxation  or  special  tax  privileges  for  lawyers.  Our 
Board  of  Governors  on  June  18,  1975  adopted  a  resolution  supporting  the  princi- 
ple that  there  should  not  be  an  exemption  for  professionals  from  the  D.C.  Unin- 
corporated Business  Tax.  I  have  had  many  communications  from  our  members 
expressing  their  concern  over  this  new  legislation.  No  one  has  urged  me  to  take 
the  position  that  lawyers  and  other  professionals  should  be  completely  exempt 
from  this  tax  or  should  not  pay  a  fair  tax  to  the  District. 

Our  Board  has  recognized,  however,  that  the  removal  of  the  professional  ex- 
emption should  not  be  done  in  such  a  way  as  to  impose  an  unfair  tax  burden  on 
professionals — particularly  on  professionals  who  reside  in  Maryland  or  Virginia, 
practice  in  the  District  of  Columbia,  pay  resident  income  taxes  in  their  respective 
jurisdictions,  and  will  not  receive  a  credit  against  their  state  and  local  taxes  for 
the  unincorporated  business  tax  paid  to  the  District. 

impact  of  tax 

On  July  1,  1975,  while  this  present  legislation  was  pending,  I  wrote  to  the 
Chairman  of  the  City  Council  Committee  on  Finance  and  Revenue  as  follows: 

"I  wish  to  reiterate  my  strong  concern,  and  that  of  many  other  members  of 
our  Bar,  about  the  potential  impact  of  this  new  tax,  particularly  on  our  members 


Digitized  by 


Google 


167 

residing  in  Maryland  and  Virginia.  Steps  should  be  taken  immediately,  by  way 
of  amendment  or  otherwise,  to  assure  that  this  tax  does  not  impose  an  inequit- 
able burden  of  taxation  on  anyone.  It  would  be  most  unfortunate  for  the  District 
of  Columbia,  and  I  am  sure  wholly  inconsistent  with  the  intent  of  the  City 
Council,  if  this  tax  were  to  accelerate  the  movement  of  professionals  out  of  the 
District  of  Columbia,  at  a  time  when  the  need  for  legal  services  in  the  District 
is  greater  than  ever." 

One  of  our  basic  concerns  throughout  this  controversy  has  been  the  danger  that 
this  new  tax  might  pose  to  the  delivery  of  high-quality  legal  services  in  the  Dis- 
trict of  Columbia.  The  citizens  of  the  District  of  Columbia  have  an  urgent  need 
for  more  and  better  legal  services  in  virtually  every  area  of  the  law.  Our  orga- 
nization is  strongly  committed  to  help  to  fill  that  need  and  to  promote  the  de- 
livery of  increased  legal  services  at  lower  cost  to  the  citizens  of  the  District. 

A  tax  which  leads  a  significant  number  of  lawyers  to  move  their  offices  out  of 
the  District  of  Columbia  or  which  increases  the  cost  of  legal  services  because  it 
is  passed  on  to  the  consumers  of  these  services  would  not  be  in  the  best  interests 
of  the  citizens  of  the  District. 

I  am  bound  to  state,  as  my  personal  conclusion,  that  the  present  revenue  pro- 
visions affecting  professionals  do  not  allay  the  concerns  I  have  expressed.  I  have 
a  number  of  reasons  for  that  conclusion.  Briefly  stated,  they  are : 

UNFAIR   TAX 

First,  these  provisions  impose,  on  a  retroactive  basis,  a  tax  increase  on  pro- 
fessional firms  from  their  present  i)osition  of  exemption  from  the  unincorporated 
business  tax  to  an  effective  tax  rate  of  up  to  5.4  percent.  ( The  tax  for  1075  is  at 
12  percent  on  45  percent  of  firm  net  income  less  a  $5,000  exemption  per  firm. ) 
This  tax  appears  to  be  higher  than  any  other  similar  tax  in  the  United  States. 
A  study  by  the  Tax  Division  of  our  organization  indicates  that  the  only  other 
jurisdictions  which  impose  an  unincorporated  business  tax  on  professionals  are 
New  York  City,  which  imposes  a  tax  of  up  to  4  i^ercent,  and  certain  cities  in 
Ohio,  which  impose  taxes  ranging  from  1  to  2  percent.  Some  Virginia  suburban 
cities  and  counties  impose  a  gross  receipts  license  tax  on  professionals,  but  at 
rates  of  not  more  than  1  percent. 

CHARTER    VIOLATION 

Second,  the  tax  may  violate  Section  602(a)  (5)  of  the  Home  Rule  Act,  which 
expressly  prohibits  the  Council  from  imposing  "any  tax"  on  the  personal  income 
of  nonresidents.  The  unincorporated  business  tax,  though  labeled  a  "franchise 
tax"  by  the  District,  is  nevertheless  a  tax  on  the  income  earned  by  professionals 
through  the  rendering  of  personal  services,  as  distinguished  from  the  investment 
of  capital. 

Proponents  of  the  tax  on  professionals  as  adopted  by  the  City  Council  have 
pointed  to  the  decision  of  the  New  York  Court  of  Appeals  in  Shapiro  v.  City  of 
New  York,  32  N.Y.2d  !)6,  343  N.Y.S.2d  323  (1973)  in  support  of  their  position. 
There,  plaintiff  unsuccessfully  attacked  a  New  York  City  business  income  tax 
on  unincorporated  professionals  on  grounds  that  the  tax  violated  the  Due  Process 
and  Equal  Protection  Clauses  of  the  Constitution.  Although  we  have  questioned 
the  wisdom  of  the  D.C.  City  Council  in  failing  to  make  a  distinction  between  unin- 
corporated professional  businesses  and  unincorporated  businesses  where  capital 
Is  a  material  income-producing  factor,  we  have  not  contended  that  failure  to 
do  so  is  so  arbitrary  and  capricious  as  to  invalidate  the  tax  on  Constitutional 
grounds.  The  New  York  Court  of  Appeals  obviously  had  no  occasion  to  pass  on 
the  limitation  in  Section  602(a)  (5)  of  the  Home  Rule  Act  which  prohibits 
the  D.C.  City  Council  from  imposing  "any  tax"  on  the  personal  income  of 
nonresidents. 

Indeed,  in  Shapiro,  Chief  Judge  Fuld  quoted  with  approval  from  the  decision 
of  the  U.S.  Supreme  Court  in  Lehnhausen  v.  Lake  Shore  Auto  Parts  Co.,  410 
U.S.  356  (1973)  : 

*  Where  taxation  is  concerned  and  no  specific  federal  right,  apart  from  equal 
protection,  is  imperilled,  the  States  have  large  leeway  in  making  classifications 
and  drawing  lines  which  in  their  judgment  produce  reasonable  system/5  of  tax- 
ation." (emphasis  supplied.) 

Our  pointf  is  that  the  tax  in  question  may  imperil  the  "specific  Federal  right" 
embodied  in  Section  602(a)  (5). 

By  relying  on  the  Shapiro  case,  proponents  of  the  tax  on  profesionals  are  im- 
plicitly recognizing  that  it  is  an  income  tax  like  that  involved  in  Shapiro,  rather 
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than  a  franchise  tax  as  it  is  formally  labeled.  The  arbitrary  limitation  of  salary 
deduction  to  55  percent  of  income  guarantees  that  the  principal  impact  of  this 
tax  imposed  by  the  City  Council  would  be  upheld  if  challenged  in  the  courts, 
tion  602(a)  (5)  was  designed  to  prevent.  Shapiro  offers  no  comfort  that  such  a 
tax  imposed  by  the  City  Council  would  be  upheld  if  challenged  in  the  courts. 

BEVENUE    ANTICIPATED 

Third,  when  the  Council  was  considering  the  District's  revenue  needs  for 
Fiscal  1976,  it  planned  for  tax  receipts  of  approximately  $8  million  as  the  amount 
to  be  raised  from  professionals  by  this  tax.  Our  tax  specialists  in  the  Taxation 
Division  of  the  Bar  have  been  working  with  the  District's  Department  of  Finance 
and  Revenue,  and  with  the  City  Council,  for  two  months  in  order  to  arrive  at  a 
close  projection  of  the  amount  which  will  be  collected  under  the  language  in  the 
bill  before  you.  Our  figure  for  the  amount  of  tax  which  will  be  collected,  as 
shown  in  the  accompanying  table,  is  over  $14  million.  This  is  far  more  than  the 
Council  estimated  in  computing  the  city's  needs  for  Fiscal  1976.  In  other  words, 
based  on  the  estimates  of  the  city's  revenue  needs,  a  tax  at  the  present  high 
rate  is  not  necessary  and  a  lower  tax  would  not  result  in  an  unbalanced  budget 
A  memorandum  also  attached  to  this  statement  shows  how  modifications  in  the 
proposed  tax  would  result  in  a  revenue  yield  in  the  desired  range. 

PBOFESSIONALS'    TAX    BURDEN 

Fourth,  the  tax  will  result  in  an  unfair  burden  on  professionals  who  reside 
in  Maryland  or  Virginia,  practice  in  the  District,  and  pay  income  taxes  in  their 
respective  places  of  residence.  In  fact,  the  burden  of  the  new  tax  will  be  borne 
almost  entirely  by  these  professionals.  A  District  resident  is  permitted  to  exclude, 
from  his  or  her  income  for  D.C.  personal  income  tax  purposes,  his  or  her  share 
of  the  net  income  of  the  firm  which  has  already  been  subject  to  the  new  tax. 
Maryland  and  Virginia  residents^  by  contrast,  must  pay  a  full  state  tax  on  their 
entire  income,  on  top  of  their  share  of  their  firm's  unincorporated  business  tax 
paid  to  the  District.  They  are  not  permitted  to  exclude  the  income  subject  to  the 
District  tax  from  their  income  for  state  personal  income  tax  purposes,  nor  can 
they  credit  their  share  of  their  firm's  unincorporated  business  tax  against  their 
state  income  taxes.  Accordingly,  the  new  District  tax  will  result  in  an  increase 
in  the  state  and  local  tax  liabilities  of  suburban  residents  of  from  70  to  more 
than  90  percent. 

These  are  lawyers  who  are  presently  practicing  in  the  District  of  Columbia  and 
making  legal  services  available  here.  A  number  of  such  lawyers  have  indicated 
that  they  are  seriously  considering  moving  their  oflBices  out  of  the  District  because 
of  the  new  tax.  If  they  do,  the  District  will  be  the  poorer  for  it.  It  will  be  jioorer 
in  revenues  because  these  people  pay  other  taxes  in  the  District  and  they 
employ  many  District  residents.  The  District  will  also  be  poorer  in  the  avail- 
ability of  legal  services,  and  that  is  a  consideration  which  far  transcends  the 
economic  interest  of  lawyers. 

DISCRIMINATORY  TAX 

Fifth,  as  it  now  stands,  the  proposed  new  tax  can  be  avoided  by  a  professional 
firm  incorporating  itself.  Although  professional  cori)orations  are  subject  to  the 
D.C.  corporation  tax,  they  are  entitled  to  deduct  all  "reasonable"  salaries  paid 
to  shareholder-partners,  and  may  pay  up  to  100  percent  of  their  net  income  in 
the  form  of  salaries.  The  distinction  between  a  professional  corporation  and  a 
professional  partnership  is  largely  one  of  form,  not  substance.  Yet  the  liability 
for  the  tax  will  depend  on  which  form  a  firm  elects  to  use.  Thus  the  new  tax 
not  only  has  a  discriminatory  effect  as  between  lawyers  residing  in  the  District 
and  those  residing  in  Maryland  or  Virginia,  but  it  also  differentiates  as  among 
lawyers  based  on  the  mere  fact  of  incorporation. 

Mr.  Chairman  and  Members  of  the  Committee,  I  am  accompanied  today  by 
several  tax  specialists  from  the  Bar  who  have  studied  the  new  tax  and  possible 
alternatives  to  it  and  have  had  contact  on  this  matter  with  oflBicials  of  the 
District  Government  and  the  City  Council.  We  will  be  pleased  toanswer  ques- 
tions on  the  tax  and  on  the  reasonable  alternatives  to  the  present  provisions 
which  do  exist  and  which  would  raise  the  revenue  the  District  of  Columbia  so 
urgently  needs. 

Thank  you  very  much. 
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Estimate  of  revenue  from  12  percent  unincorporated  huslness  tax  imposed  on 

professionals 

Estimated  gross  income  from  all  unincorporated  professionals 

(Department  of  Finance  and  Revenue  figure) $833,000,000 

Expenses — 50  percent  as  very  reliable  estimate 417,  000, 000 

Net  income  before  allowable  "salary"  deduction . 416, 000, 000 

Salary  deduction— 55  percent ^ 228, 800, 000 

Net  income  before  exemptions 187,200,000 

Exemption — $5,000  per  firm — ^assume  4,000  firms   (including  sole 

practitioners)  20, 000, 000 

Net  income  subject  to  tax 167, 200, 000 

Rate  of  tax 0. 12 

Tax  20, 064, 000 

Less — loss  of  revenue  due  to  income  tax  exclusion  for  D.C.  residents 

(one-third  of  professionals  living  in  District) 5, 574, 000 

Net  New  Revenue 14, 490, 000 


Note. — ^From  District  of  Columbia  professionals — ^approximately  $1.1  million ; 
from  nonresident  professionals — approximately  $13.3  million. 


Memorandum  Re  Effects  of  Various  Possible  Changes  in  Proposed 
Unincorporated  Business  Tax  on  Professionals 

At  the  hearings  on  September  9,  1975,  Senator  Eagleton  requested  representa- 
tives of  the  two  Bar  Associations  to  furnish  the  Committee  with  recommenda- 
tions for  modifications  in  the  proposed  unincorporated  business  tax  that  would 
raise  the  $6  million  to  $8  million  in  new  revenue  that  the  City  Council  seeks  to 
raise  by  extending  the  tax  to  professionals. 

Using  an  income  base  of  approximately  $833  million  in  gross  receipts  and  an 
overhead  factor  of  50%,  the  following  modifications  in  the  proposed  tax  would 
result  in  a  revenue  yield  in  the  desired  range : 

(1)  An  increase  in  the  allowable  salary  deduction  for  firm  owners  or  members 
from  55  percent  to  80  percent  of  net  income,  coupled  with  a  reduction  in  the  per- 
firm  exemption  from  $5,000  to  $2,500  to  reflect  the  higher  salary  allowance.  These 
modifications  would  yield  approximately  $6.6  million  from  professionals,  as 
follows : 

Gross  receipts $833, 000, 000 

Overhead— 50  percent 417, 000,  000 

Net  Income 416, 000,  000 

Salaries— 80    percent 332, 800, 000 

Net  before  exemptions 83, 200, 000 

Exemptions— 4,000  firms 10,  000,  000 

73, 200, 000 
Rate  of  Tax 0. 12 

Tax   - 8,  784,  000 

Less — reduction  in  income  tax  for  D.C.  resident  professionals 2, 196,  000 

Net  new  revenue 6,  588,  000 

Note. — From  District  of  Columbia  resident  professionals — approximately  11 
percent ;  From  nonresident  professionals — ^approximately  89  percent. 

(2)  If  additional  revenue  is  desired,  consideration  should  be  given  to  allowing 
the  exemption  to  be  taken  into  account  before,  rather  than  after,  the  salary 
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allowance  is  computed.  This  approach  would  yield  approximately  $7.3  million  in 
new  revenue : 

Net  income  before  exemptions  and  salaries $416,000,000 

Less  exemptions 10,  000,  000 

406,  000,  000 
Less — 80  percent  salary  allowance 324,  800,000 

81,  200.  000 
Tax  rate 0. 12 

Tax     9,  744, 000 

Less — Reduction  in  income  tax  for  D.C.  residents 2,  440,  000 

Net  new  revenue _ 7,304,000 

Note. — From  District  of  Columbia  resident  professionals — 11  percent;  From 
nonresident  professionals — 89  percent. 

(3)  To  supplement  the  revenue  raised  under  approaches  (1)  or  (2),  the 
maximum  salary  allowance  for  owners  or  members  of  those  unincorporated 
business  firms  that  utilize  capital  as  a  material  income-producing  factor  (e.g.. 
hardware  stores,  grocery  stores,  etc.)  could  appropriately  be  reduced  from  55 
percent  to  30  percent,  a  figure  that  would  still  be  above  the  20  percent  allowed 
until  this  year  and  would  also  conform  to  the  allowance  granted  under  Federal 
law  in  a  somewhat  similar  context.  (See  I.R.C.  Sec.  911(b).)  A  30-percent  salary 
allowance  for  such  businesses  would  also  result  in  a  revenue  increase  of  more 
than  $1.3  million  over  the  last  year  from  this  source,  as  contrasted  with  an  oflS- 
cially  estimated  revenue  loss  of  almost  $900,000  with  a  55-percent  salary  allow- 
ance. 

(4)  The  approach  taken  in  the  bill  introduced  by  Rep.  Gude,  i.e.,  raising  the 
salary  allowance  to  80  percent,  preserving  the  full  $5,000  exemption  per  firm, 
and  eliminating  the  partial  exclusion  from  D.C.  income  tax  for  D.C.  resident 
professionals  subject  to  the  unincorporated  business  tax,  would  raise  approxi- 
mately $7.6  million  from  professionals  : 

Net  income $416,000,000 

Salaries— 80  percent 332,  800,  000 

83,  200, 000 
Exemptions    20,  000,  000 

63,  200,  000 
Tax     0.12 

New  revenue  from  professionals 7,584,000 

Note. — From  District  of  Columbia  resident  professionals — 33  percent ;  From 
nonresident  professionals — 67  percent. 

******* 

The  principal  reason  for  the  wide  discrepancy  in  revenue  estimates  under  the 
proposed  tax  with  a  55-percent  salary  allowance  (the  official  estimate  being  $8 
million  and  the  Bar's  estimate  being  over  $14  million)  is  now  apparent.  The 
Department  of  Finance  and  Revenue  has  included  in  its  computation  as  assumed 
"allocation"  out  of  the  District  of  over  $100,000,000  of  net  incom.e. 

As  explained  to  us  after  the  September  9  hearing,  the  Department  has  used 
estimated  gross  receipts  of  $791,000,000  and  an  overhead  figure  of  55  percent, 
thereby  producing  a  net  income  figure  of  about  $356,000,000,  compared  with  our 
$416,000,000.  The  Department  has  then  assumed  a  30  percent  allocation  factor, 
i.e.,  it  has  assumed  that  professionals  will  find  a  way  to  argue  that  30  percent  of 
their  net  income,  or  approximately  $107,000,000,  was  earned  outside  the  District 
and  thus  is  not  subject  to  the  unincorporated  business  tax.  The  30-percent  figure 
is  admittedly  arbitrary.  It  also  is  not  offset  by  any  amount  reflecting  an  alloca- 
tion into  D.C.  by  the  application  of  the  tax  to  professionals  with  offices  outside  the 
District  who  practice  here  on  a  regular  and  continuous  basis. 

Onr  r»nlculations  have  not  made  any  allowance  for  an  allocation  of  income  out 
of  the  District  of  that  magnitude.  Our  reading  of  the  statute  and  existing  regula- 
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tions,  coupled  with  the  existing  administrative  practice,  led  us  to  conclude  that 
in  the  case  of  a  professional  firm  with  its  sole  place  of  business  (i.e.,  its  only 
office)  in  the  District,  all  of  the  firm's  net  income  would  be  subject  to  the  new  tax, 
regardless  of  the  fact  that  members  of  the  firm  may  travel  outside  the  District 
on  occasion  in  the  course  of  rendering  their  services. 

To  eliminate  any  doubt  about  the  scope  of  the  tax,  and  to  establish  limits  on 
the  opportunity  to  allocate  income  out  of  the  District,  it  may  be  desirable  to 
amend  the  statute  in  an  appropriate  manner.  At  the  same  time,  it  could  be  made 
clear  that  there  is  no  intention  to  tax  professionals  with  offices  outside  the  Dis- 
trict who  render  services  in  the  District  on  only  a  casual  or  sporadic  basis. 

Finally,  contrary  to  indications  at  the  September  9  hearing,  the  City  Council 
still  has  taken  no  action  to  equalize  the  treatment  of  professional  corporations  and 
unincorporated  firms.  Additional  revenue  would  unquestionably  be  derived  if  com- 
parable tax  treatment  was  extended  to  professional  corporations,  who  now  pay 
negligible  corporate  income  tax  because  they  can  deduct  virtually  all  of  their  net 
profits  as  "salaries."  Indeed,  the  Department's  revenue  estimates  were  based 
solely  on  figures  derived  from  unincorporated  partnerships  and  sole  practitioners. 
This  fact  undoubtedly  explains  the  somewhat  lower  gross  receipts  figure  used  by 
tlie  Department  in  making  its  official  estimates. 

Mr.  Mazzoli.  Mr.  Fisher? 

Mr.  Fisher.  I  represent  one  of  the  specialized  bars  in  the  city,  the 
Communications  Bar  Association  of  some  700  members,  who  practice 
here  primarily  before  the  Federal  Commimi cations  Commission. 

We  work  here  not  because  of  the  prestigious  address  of  Washington, 
D.C.,  but  rather  because  our  Federal  agency  happens  to  be  here.  I  wish 
to  develop  now  only  one  point  and  that  is  the  economic  impact  and  the 
violation  this  tax  has  in  terms  of  the  Home  Rule  Act,  section  602,  and 
particularly  in  response  to  Congressman  Dellums. 

CHARTER    VIOLATION 

Yes,  we  do  believe  this  does  violate  the  D.C.  Home  Rule  Act.  I  must 
say  though  that  from  your  point  of  view  it  does  not  seem  to  be  neces- 
sary that  you  resolve  the  ultimate  issue  which  only  a  court  can  resolve. 
If  in  your  opinion  it  violates  the  principle  and  the  spirit  and  the  pur- 
pose you  had  in  mind  it  seems  to  me  you  are  free  and  you  should  strike 
this  down. 

The  District  wants  to  raise  $8  million.  Where  is  this  going  to  come 
from  ?  There  are  only  three  groups.  Those  who  now  pay  the  unincorpo- 
rated business  tax,  the  D.C-  resident  and  the  nonresident  professional 
owners  of  their  own  personal  services  who  will  have  to  pay. 

REVENUE    INVOLVED 

As  to  the  first  group,  the  District  of  Columbia  government  tells  us 
there  will  be  a  net  revenue  loss  from  those  who  now  pay  the  unincorpo- 
rated tax.  The  $8  million  is  not  coming  from  there.  The  second  group 
would  pay  somewhat  more  because  they — ^today  they  are  subject  to  the 
income  tax  at  10  percent  and  on  a  portion  of  their  income  so  there  will 
be  some  increase. 

However,  it  will  offset  what  was  lost  in  the  first  group.  We  still  don't 
have  the  $8  million.  Ninety  percent  comes  from  the  nonresident  profes- 
sional. 

PROFESSIONALS    INVOLVED 

This  is  not  all  nonresident  professionals.  This  is  some  4,000  to  5,000 
individuals  out  of  15,000  to  20,000  professionals  and  out  of  500,000 
commuters. 
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Four  thousand  to  5,000  individuals  are  being  asked  to  pay  $8  million 
to  the  District. 

Clearly  this  is  a  tax  on  nonresidents.  Then  you  might  ask  is  this  a 
tax  on  their  income,  because  a  franchise  tax  is  for  the  privilege  of  doing 
business.  The  answer  is  clearly,  yes,  it  is  a  tax  on  their  income.  That  is 
because  of  the  unreasonable  salary  allowance  of  only  55  percent.  Keep 
in  mind  that  the  present  business  tax  impacts  some  10,000  taxpayers 
but  none  of  those  are  in  the  personal  services  business. 

They  are  people  involved  in  the  business  of  capital  intensiveness  like 
the  owner  of  an  apartment  house.  They  are  not  personal  services  busi- 
nesses. 

NEW    TAX    PROPOSED 

So  the  present  tax  that  is  now  proposed  is  indeed  a  new  tax  and  it  is 
a  new  tax  on  all  who  are  in  the  personal  services  business  including 
professionals.  So  for  the  first  time  the  Congress  and  the  city  must  look 
to  the  question  of  what  is  a  fair  allowance  for  salaries  ?  You  say  well,  55 
percent  was  granted. 

What  is  wrong  with  that?  Do  you  know  how  that  55  percent  was 
reached?  The  city  government  calculated  the  amount  of  revenue  it 
wanted  to  earn  and  it  knew  how  much  the  gross  income  was  and  it 
found  that  if  it  fixed  the  salary  allowance  at  55  percent,  it  would  make 
$8  million  for  the  city. 

I  can't  imagine  anything  that  is  more  arbitrary  and/or  ridiculous 
if  what  we  are  trying  to  do  is  to  tax  the  profits  of  the  personal  services 
business.  We  believe  m  most  personal  services  businesses  and  certainly 
except  in  the  largest  law  firms  or  groups,  that  at  least  80  percent  of 
the  income  comes  directly  from  efforts  of  the  owners  of  their 
businesses. 

Therefore,  if  j^ou  want  to  reach  the  nonsalaried  element  and  hence 
not  be  in  violation  of  the  Home  Rule  Act,  the  nonsalary  element 
could  not  exceed  in  our  opinion  20  percent  of  the  net  profit.  Keep  in 
mind  this  impacts  only  on  a  very  few  people,  5,000  or  less. 

DISCRIMINATORY  TAX 

Keep  in  mind  that  there  are  over  500,000  that  come  into  this  city 
every  day  to  work  and  enjoy  the  services  that  the  city  says  they  want 
to  charge  for  and  keep  in  mind  that  none  of  these  500,000  unlike  their 
D.C.  counterparts  can  take  a  credit  on  their  home  State  tax  returns. 

In  summary,  this  violates  every  principle  of  responsible  home  gov- 
ernment and  flies  squarely  in  the  face  of  your  limited  legislative  man- 
date to  the  District  under  the  Home  Rule  Act.  Thank  you. 

[Mr.  Fisher's  complete  statement  follows :] 

Statement  of  Ben  C.  Fishee,  Past  Pbebident,  Federal  Communications  Bab 

Association 

My  name  is  Ben  C.  Fisher.  I  am  a  past  president  of  the  Federal  Communica- 
tions Bar  Association  and  my  law  offices  are  located  here  in  Washington,  D.C. 
Our  Association,  founded  in  1936,  serves  the  common  interests  of  the  lawyers 
who  practice  before  the  Federal  Communications  Commission.  Our  membership 
of  approximately  700  lawyers  represent  radio  and  television  stations,  com- 
munications carriers  and  other  licensees  of  communications  facilities.  There 
are  about  100  firms  with  members  in  our  Association,  with  offices  in  the  District 
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of  Columbia,  though  less  a  third  of  our  members  reside  in  the  District.  Our 
clients  are  located  throughout  the  United  States  and  its  territories. 

I  appear  on  behalf  of  the  members  of  this  Association  in  opposition  to  the 
proposed  franchise  tax  on  professionals,  as  now  structured  in  the  amended  D.C. 
Revenue  Act  of  1975;  we  also  support,  if  this  becomes  our  only  solution,  the 
Harsha  Bill,  H.R.  Con.  Res.  370,  disapproving  that  Act. 

TAX  PROPOSAL 

The  tax  proposal  for  professionals  in  the  D.C.  Revenue  Act  of  1975  would 
jfirst  amend  Section  1  of  Title  VIII  of  the  District  of  Columbia  Income  and 
Franchise  Tax  Act  of  1947  (D.C.  Code,  Section  47-1574)  so  as  to  remove  the 
present  exemption  of  professioanls  from  tax  liability  imposed  by  the  unincorpo- 
rated business  tax.  Second,  the  1975  D.C.  Revenue  Act  proposal  would  increase 
the  franchise  tax  rate  for  calendar  year  1975  from  8  percent  to  12  percent. 
Third,  in  a  more  recently  adopted  amendment,  the  Council  amended  Section 
5(a)  (15)  of  Title  III  of  the  District  of  Columbia  Income  and  Franchise  Tax 
Act  of  1947  (D.C.  Code,  Section  47-1557B(a)  (15) )  so  as  to  increase  from  20 
percent  to  55  percent  of  "net  income"  the  amount  of  deduction  the  taxi)ayer  can 
take  for  "salaries"  paid  to  its  owners  or  partners.  The  net  effect  of  these  pro- 
visions in  combination  is  to  impose  an  effective  overall  tax  rate  of  up  to  5.4 
percent  on  the  net  income  of  the  professional  taxpayer's  business  (as  determined 
without  any  deduction  for  salaries  paid  to  owners). 

Our  Association  fully  supports  the  principle  that  professionals  who  work  in 
the  City  of  Washington,  like  any  other  person  who  earns  his  or  her  living  in  the 
<:;ity,  should  pay  a  fair  share  of  taxes,  directly  or  indirectly,  for  the  services 
they  receive.  Such  a  contribution,  however,  should  apply  fairly  and  equitably — 
whether  or  not  one  is  a  professional  and  whether  or  not  one  is  an  owner.  The 
proposed  tax  package,  as  it  applies  to  professionals  and  personal  service  busi- 
nesses, fails  to  meet  the  tests  of  reasonableness  and  fairness. 

GONGBESSIONAL  INTEREST  IN  THIS  PROPOSAL 

The  District  of  Columbia  Council  has  raised  the  question  of  whether  Con- 
gress has  any  proper  interest  in  this  D.C.  tax  proposal,  the  first  major  revenue 
act  to  come  up  for  review  since  the  Home  Rule  Charter  became  effective  the 
first  of  this  year.  Our  Association  urges  that  there  should  be  a  significant  Con- 
gressional concern  with  this  proposal  for  the  following  reasons : 

1.  This  proposal  is  a  poorely  disguised  commuter  tax  of  extremely  limited 
applicability,  designed  to  produce  $8  million  of  new  revenue  based  mainly  on  the 
earned  income  of  residents  of  Maryland  and  Virginia. 

2.  Consequently,  the  proiwsal  affects  the  interstate  relationships  of  at  least 
three  separate  jurisdictions,  Maryland,  Virginia  and  the  District  of  Columbia. 

3.  Under  the  recent  grant  of  Home  Rule  authority.  Congress  expressly  enacted 
a  procedure,  now  being  invoked,  to  review  actions  of  the  D.C.  Council,  particularly 
those  affecting  financial  affairs  of  the  District,  and  Congress  reserved  its  own 
legislative  powers  over  affairs  of  the  District. 

4.  The  Home  Rule  Act  provides  an  express  prohibition,  under  Section  602(a) 
(5),  against  a  tax  on  the  income  of  non-residents,  which  is  precisely  and  inten- 
tionally the  effect  here. 

5.  Congress  is  still  much  involved  in  the  financial  affairs  of  the  District  of 
Columbia  and  the  federal  government  remains  the  prime  source  of  revenue  for 
the  District. 

6.  Congress  is  also  concerned  with  the  federal  interests  involved  in  the  nation's 
capital,  particularly  as  affects  business  and  professional  dealings  with  federal 
departments  and  agencies. 

7.  Finally,  we  non-resident  professionals  can  look  only  to  Congress  since  we 
are  not  constituents  of  the  District's  elected  officials  and  have  no  voice  in  their 
decisions.  Indeed,  most  professionals  did  not  even  know  about  the  imposition 
of  this  new  tax  first  enacted  in  June  of  this  year,  which  tax  so  far  as  I  am  able 
to  determine,  was  enacted  in  its  present  form  without  meaningful  public  notice 
and  without  public  hearings.  .r.  ^  ^ 

For  all  of  these  reasons  it  is  entirely  appropriate  and  necessary  that  Congress 
review  this  new  proposal  to  determine  whether  the  District  of  Columbia  govern- 
ment has  acted  responsibly  and  fairly  under  its  new  Home  Rule  powers. 
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IMPACT   OF   THE   TAX 

A  few  brief  statistics  may  help  to  put  the  impact  of  the  tax  into  perspective. 
Let  us  assume  a  professional  income  in  an  amount  familiar  to  members  of  Con- 
gress, namely  a  final  net  income  of  $42,500.  (After  the  $5,000  exemption  i)er 
firm  now  allowed.)  Assuming  normal  family  size  and  standard  deductions  the 
tax  consequences  are  as  follows.  The  professional  would  pay  the  District  of 
Columbia  a  franchise  fee  of  approximately  $2,300.  If  he  resides  in  the  District  of 
Columbia  he  would  pay  an  additional  income  tax  of  approximately  $1,175,  or  a 
total  tax  of  about  $3,475. 

If  our  resident  professional  were  not  subject  to  the  unincorporated  business 
tax,  the  situation  up  to  now,  he  would  pay  District  income  taxes  slightly  in 
excess  of  $3,000.  Hence  for  the  D.C.  resident  professional  there  is  a  slight 
increase  in  his  overall  tax;  burden  under  the  new  1975  Revenue  Act. 

A  professional  partner  or  sole  practitioners  residing  in  Maryland  would  also  pay 
$2,300  to  the  District  of  Columbia  for  the  franchise  tax.  He  would  pay  over 
$2,600  in  Maryland  income  taxes,  ending  up  with  a  total  tax  bill  of  close  to 
$5,000.  Under  existing  law  he  would  have  paid  approximately  $2,800  to  Mary- 
land, and  no  tax  to  the  District.  Hence,  he  will  experience  a  net  increase  of  more 
than  $2,000,  or  close  to  double  his  present  tax  liability. 

I  mentioned  that  the  non-resident  professional  with  an  income  of  $42,500 
would  have  to  pay  a  District  franchise  tax  of  approximately  $2,300.  A  resident 
of  the  District  of  Columbia  who  reports  the  identical  income,  $42,500,  under 
the  general  income  tax  laws  of  the  District  would  pay  approximately  $3,000. 
Thus  the  non-resident  professional  will  pay  the  District  approximately  75 
percent  of  what  a  normal  resident  of  the  District  pays — a  resident  who  is  en- 
titled to  all  of  the  services  offered  by  the  city. 

REVENUE  ANTICIPATED 

These  figures  illustrate  the  substantial  new  tax  burdens  which  will  fall  on 
the  non-resident  professional  and  the  discriminatory  and  highly  selective  asi)ects 
of  the  tax.  The  District  estimates  that  some  500,000  persons  commute  into 
the  city  for  work.  Tliere  are  at  least  15,000  professionals  who  work  in  the  Dis- 
trict and  an  unknown  number  of  others  who  engage  in  personal  service  busi- 
nesses and  are  exempt.  Simple  arithmetic  would  suggest  that  the  $6  to  $8  million 
needed  could  be  realized  with  minimum  financial  impact  by  spreading  the  load 
among  some  significant  portion  of  the  500,000  commuters  or — even  if  profes- 
sionals and  personal  service  businesses  alone  are  to  be  chosen — by  taxing  the 
more  than  15,000  persons  so  engaged.  Surely  no  sound  policy  reason  exists 
for  limiting  the  tax  impact  to  less  than  5,000  persons.  In  answer  to  the  argu- 
ment that  to  tax  the  incomes  of  the  commuters  would  violate  the  Home  Rule 
Act,  so,  too,  does  the  tax  as  now  constructed. 

SUPPORTING    ARGUMENTS    ADVANCED    BY    THE    D.C.    CITY    COUNCIL 

Since  this  Committee  is  familiar  at  this  point  with  the  details  of  the  proposed 
tax  on  professionales  and  other  personal  service  business,  we  would  like  to  focus 
on  certain  of  the  arguments  advanced  by  the  Council  in  support  of  the  tax.  The 
D.C.  City  Council  quite  properly  places  great  emphasis  upon  its  newly  granted 
home  rule  powers.  It  claims  that  it  ought  to  be  free  to  enact  such  tax  legislation  as 
in  its  sole  judgment  will  best  contribute  to  the  overall  welfare  of  the  city.  The 
D.C.  City  Council  also  urges  that  it  has  a  right  to  levy  some  taxes  against  non- 
residents to  help  pay  for  the  services  it  provides. 

A  member  of  the  Council,  Marion  Barry,  in  a  recent  article  in  the  Washington 
Post  (September  11,  1975,  Va.  2),  argues  that  there  are  over  500,000  people  who 
commute  from  the  suburbs  to  work  in  the  District,  that  "most  of  these  commuters 
are  getting  a  free  ride"  and  that  specifically,  the  unincorporated  professionals, 
unless  they  resided  in  the  District,  "paid  no  direct  taxes  toward  the  operation  of 
our  government".  He  argued  that  the  imposition  of  the  tax  on  these  professionals 
was  only  fit  and  proper  and  that  the  proposed  increase  to  55%  for  salary  deduc- 
tions was  a  fair  compromise.  His  article  concluded  with  his  intention  to  ensure 
"that  all  those  who  use  city  services  and  have  the  advantages  of  doing  business 
in  this  city  pay  their  fair  share." 

The  Chairman  of  the  D.C.  City  Council,  Sterling  8ucker,  echoes  the  same  theme. 
He  also  adds  that  the  tax  is  purely  a  local  matter ;  that  Congress  has  no  business 
interfering  in  the  aiffairs  of  the  District ;  that  Congress  should  only  disapprove 
city  actions  if  such  actions  directly  threaten  "the  Federal  interest" ;  and  that  pro- 
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fessionals  should  pay  this  tax  as  do  other  unincorporated  businesses ;  the  profes- 
sionals are  acting  here  as  the  city's  "elitist  welfare  clients"  who  if  they  wish  to 
complain,  should  complain  to  their  own  state  legislatures.  The  Federal  Communi- 
cations Bar  Association  does  not  wish  to  engage  in  a  name  calling  contest.  But  we 
respectfully  submit  that  on  these  major  points,  the  D.C.  Council  members  are  in 
error,  in  both  their  assessment  of  the  tax  fairness  and  their  legislative  judgment. 
On  the  fairness  point,  we  have  shown  above  that  the  tax  is  not  accomplishing  Mr. 
Barry's  objective  of  insuring  "that  all  those  who  use  city  services  and  have  the 
advantages  of  doing  business  in  this  city  pay  their  fair  share." 

INDIVIDUALS  AFFECTED   BY   THE  TAX 

This  tax  will  impact  on  less  than  5,000  individuals,  out  of  500,000  individuals 
whom  Mr.  Barry  claims  commute  daily  into  the  city  and  out  of  over  15,000  profes- 
sionals. The  fact  that  it  impacts  on  less  than  5,000  is  no  accident.  The  Council  in- 
tentionally designed  this  program  to  reach  non-residents  and  yet  hopefully  avoid 
the  Home  Rule  Act  ban  on  taxing  non-resident  income. 

It  reaches  no  salaried  professionals  in  the  city,  even  though  they,  too,  enjoy 
city  services ;  it  reaches  no  government  workers.  Its  tax  impact  on  professional 
owTiers  who  reside  in  the  city  is  minimal,  since  they  will  pay  either  the  un- 
incorporated tax  or  the  income  tax,  but  not  both.  Finally,  as  to  those  businesses 
who  now  pay  the  unincori^orated  business  tax,  the  city  will  suffer  a  net  revenue 
loss.  Thus,  out  of  hundreds  of  thousands  who  ostensibly  receive  city  services,  the 
new  tax  is  so  designed  as  to  reach  only  a  few  thousand.  Surely  by  any  normal 
test,  the  Council  has  failed  if  it  is  their  intention  to  ensure  that  those  working 
in  the  city  but  living  outside,  pay  "their  fair  share"  of  tax  revenue. 

Even  as  among  professionals  and  personal  service  businesses  there  is  a  glaring 
inequity.  We  estimate  that  there  are  over  15,000  professionals  and  personal 
serv^ice  businesses.  Yet  less  than  a  third  of  this  group  is  paying  the  tax  here 
involved.  Even  if  only  professionals  and  personal  service  businesses  are  to  be 
taxed,  other  options,  such  as  a  gross  receipts  tax  or  graduated  licensing  fee 
arrangements,  would  result  in  a  fairer  distribution  of  the  tax  load.  The  third 
glaring  inequity  is  the  uneven  impact  as  between  city  residents  and  non-resident 
professionals.  This  Committee  is  familiar  with  the  fact  that  the  non-resident 
professional  is  subject  to  double  taxation  on  his  professional  earnings,  though 
not  the  District  resident. 

MARYLAND   AND   VIRGINIA   LAW 

Perhaps  the  most  disingenuous  position  of  the  D.C.  Council  is  its  claim  that 
the  professionals  should  look  to  their  home  state  for  relief.  Already,  a  handsome 
federal  payment  given  to  the  District  by  Congress  reflects  in  part  the  services 
which  the  District  must  provide  for  those  who  work  in  the  District  as  part  of 
tlie  federal  establishment  or  for  those  who  must  deal  with  the  government.  The 
D.C.  Council  now  baldly  asserts  its  right  to  receive  an  additional  subsidy,  this 
time,  an  $8  million  subsidy  primarily  from  Maryland  and  Virginia.  For  if  those 
states  extend  a  credit  to  their  own  residents  for  taxes  paid  the  District,  they 
will  have  lost  $8  million  of  badly  needed  state  revenue. 

For  illustrative  purposes,  let  us  reduce  this  generalization  to  an  individual 
case.  We  have  earlier  demonstrated  that  a  professional  earning  $42,500  would 
pay  the  District  of  Columbia  about  $2,300  in  the  unincorporated  franchise  tax. 
The  same  professional  who  resides  today  in  Maryland  would  pay  about  $2,800 
for  state  and  local  income  taxes.  If  Maryland  were  to  extend  a  direct  credit  for 
the  money  paid  to  the  District,  then  the  District  would  keep  $2,300  and  Mary- 
land would  keep  $500.  Thus  the  state  which  is  required  to  provide  all  services 
to  its  residents  would  keep  only  about  20  percent  of  the  total  tax  revenue. 
Moreover,  an  average  District  of  Columbia  resident  earning  $42,500  would 
normally  pay  the  District  of  Columbia  on  his  salary  or  earnings  about  $3,000 ; 
under  this  proposal,  the  non-resident  professional  who  receives  only  partial  city 
.services,  would  pay  $2,300  to  the  District,  or  almost  75  percent  of  the  amount 
paid  by  the  District  resident. 

Under  these  circumstances,  it  is  entirely  unrealistic  to  expect  that  Maryland 
or  Virginia  will  grant  the  credit.  More  importantly,  why,  from  an  equitable  point 
of  view,  should  they?  It  is  also  important  to  observe  that  the  imposition  of  this 
tax  runs  counter  to  the  present  tax  reciprocity  arrangement  as  between  Mary- 
land, Virginia  and  the  District  of  Columbia.  The  present  rule  is  that  the  home 
state  keeps  the  bulk  of  the  revenue,  no  matter  where  earned.  The  District  of 
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Columbia,  by  characterizing  this  tax  as  a  "francise  tax",  totally  reverses  that 
arrangement.  While  the  District  believes  it  must  so  characterize  the  tax  in  order 
to  escape  the  Home  Rule  Act  ban  on  taxing  non-resident  earned  income,  it  is 
singularly  inappropriate  for  the  D.C.  Council  to  blame  Maryland  and  Virginia 
for  the  double  taxation  treatment. 

Finally,  much  is  made  of  the  point  that  there  are  already  some  10,000  persons 
paying  the  unincorporated  tax  to  the  District  of  Columbia ;  surely,  the  District 
argues,  many  of  these  are  not  residents  of  the  District.  First,  it  is  a  fact  that 
about  65  percent  of  those  businesses  pay  the  minimum  tax — $25.  Second,  and 
more  significantly,  it  must  be  obvious  that  those  who  now  choose  to  be  taxed  as  an 
unincorporated  business,  do  so  voluntarily  because  it  serves  their  own  personal 
and  financial  interests.  The  fact  that  these  taxpayers  do  not  choose  to  incorporate, 
an  option  freely  open  to  them,  suggests  that  the  unincorporated  mode  best  fits 
their  needs.  Where  would  it  best  serve  their  personal  interests?  Probably  many 
are  already  District  of  Columbia  residents  who  would  be  taxed  in  one  form  or 
another ;  probably  others  are  very  small  business  operators  with  a  low  net  income 
who  are  more  concerned  with  the  complexities  and  expense  of  incorporation  than 
with  the  franchise  tax ;  still  others  may  be  suflSciently  protected  under  the  cur- 
rent exemption  and  allowable  salary  deductions.  It  is  a  fair  conclusion  for  most 
at  least  that  the  imposition  of  the  unincorporated  tax  does  not  now  work  an 
undue  hardship  upon  them. 

SALARY    DEDUCTION 

This  is  demonstrably  not  the  case  with  the  non-resident  professional  owners 
now  exempt  from  the  tax.  In  support  of  this  conclusion,  we  should  first  analyze 
the  significance  of  the  So-percent  salary  deduction.  A  bit  of  history  may  be  help- 
ful. Under  the  proposal  as  originally  enacted  in  June  of  this  year  without  mean- 
ingful public  hearings,  the  then  existing  20-percent  salary  deduction  was  carried 
forward.  The  D.C.  government  estimated  that  it  would  raise  some  $6  million  of 
new  revenue.  After  the  professional  community  and  others  showed  that  the  pro- 
fessional tax  alone  would  raise  well  over  $20  million,  the  D.C.  government  com- 
promised and  arrived  at  a  55-percent  salary  deduction  figure. 

It  is  terribly  important  to  note,  however,  that  this  55-percent  figure  was  not 
chosen  as  a  "reasonable"  percentage  fairly  representing  the  worth  of  personal 
services  contributed  by  owners  to  their  own  profits ;  nor  is  the  55-percent  figure 
related  in  any  way  to  federal  income  tax  policies  which  attempt  to  calculate 
what  a  "reasonable  deduction"  for  owners'  salaries  should  be.  On  the  contrary, 
the  55-percent  figure  is  simply  an  arbitrary  figure  arrived  at  by  the  D.C.  govern- 
ment, whereby  it  concluded  that  if  the  deduction  were  pegged  at  55  percent,  the 
District  could  still  raise  the  needed  $8  million  of  revenue  from  non-residents. 

Since  capital  plays  a  minor  role  in  income  development  for  professionals  and 
personal  service  businesses,  it  is  fair  to  say  that  close  to  100  percent  of  the  pro- 
fessional's profit  directly  relates  to  his  own  personal  efforts.  In  most  professional 
organizations,  all  except  the  largest,  the  owner's  personal  services  are  the  major 
profit  component.  By  placing  a  limit  of  55  percent  of  net  profit,  as  determined 
prior  to  any  payments  to  owners,  the  District  intentionally  and  unfairly  Ignores 
the  economic  realities  of  a  professional  business.  Hence,  unlike  those  who  now 
pay  the  unincorporated  business  tax  by  self-interest  choice,  the  proposed  tax  on 
professionals  is  designed  to  have  serious  adverse  impact — an  $8  million  impact — 
on  this  non-resident  income. 

Proof  of  this  intent  lies  in  the  bitter  objection  of  the  D.C.  Council  to  raising  the 
salary  deduction  to  what  would  be  a  more  reasonable  figure,  namely  a  deduction 
in  the  order  of  80  or  90  percent.  Chairman  Tucker  is  quoted  as  being  opposed  to 
such  an  increase,  not  because  he  considers  it  overly  generous,  but  rather  because 
the  resulting  financial  result  "would  be  of  no  help  at  all  and  we're  totally  against 
it".  Indeed  he's  right,  if  the  sole  objective  of  the  D.C.  Council  is  to  find  a  new 
source  for  $8  million  of  revenue,  regardless  of  consequence  to  the  taxpayer,  to 
the  neighboring  states  and  to  the  federal  interests. 

Legislation  Recommendations 

PROPOSED   solutions 

Our  Association  submits  that  more  is  involved  than  simply  raising  $8  million 
of  new  revenue.  We  full  well  recognize  that  whether  we  live  in  the  District  or 
elsewhere,  we  have  a  responsibility  to  bear  a  share  of  the  financial  burdens  for 
operating  the  City  of  Washington.  That  burden  should  be  distributed  equitably 
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and  in  accordance  with  the  Home  Rule  Act.  The  failure  of  the  D.C.  government 
to  do  so  in  this  case  adversely  affects  its  own  integrity  and  its  critically  impor- 
tant future  dealings  with  the  federal  government  and  its  sister  jurisdictions  of 
Maryland  and  Virginia.  Our  Association  would  favor  a  short-run,  one-year  in- 
crease in  the  salary  exemption  to  the  level  agreed  to  be  reasonable;  that  is  to 
say  80  or  90  percent.  This  is  not  the  proper  long-run  solution.  Even  then,  the 
method  of  taxing  the  non-resident  owners  of  professions  or  personal  service 
businesses  results  in  discrimination  against  non-resident  professionals ;  the  pro- 
posal still  violates  the  spirit  if  not  the  letter  of  the  Home  Rule  Act  (Section 
602(a)  (5) )  ;  and  this  tax  is  much  too  limited  in  reach  and  scope. 

We  therefore  urge  a  total  re-examination  of  the  tax  structure  as  between  the 
jurisdictions  here  involved  so  that  all  persons  who  work  in  the  District,  no 
matter  where  they  reside,  contribute  directly  or  indirectly  towards  paying  a 
fair  share  of  the  overall  tax  burden.  Congress  has  an  important  and  major  role 
to  play  in  arriving  at  this  accommodation.  It  is  the  largest  taxpayer  to  the  City 
of  Washington ;  it  has  a  general  constituency  consisting  of  the  residents  of  other 
states  as  well  as  those  in  the  District  of  Columbia ;  there  is  a  clear  ''federal  in- 
terest" in  providing  a  clean,  safe  and  attractive  capital,  and  Congress  has  a 
constitutionally  mandated  duty  of  continuing  oversight  and  legislative  powers  re- 
garding the  District  of  Columbia.  We  would  hope  that  with  goodwill  a  reason- 
able compromise  can  be  reached  here.  But  it  all  efforts  fail,  then  we  would 
support  H.R.  Con.  Res.  370,  disapproving  the  D.C.  Revenue  Act  of  1975,  or 
alternatively  as  a  short-run  compromise,  the  Gude  Bill,  H.R.  9471. 

Mr.  Mazzoli.  Thank  you  very  much,  gentlemen. 

Mr.  Fisher,  you  seem  particularly  strong  about  this  500,000  com- 
muters and  5,000  lawyers.  I  would  just  make  one  point.  Do  you  sup- 
port a  commuter  tax  ? 

Mr.  Fisher.  We  have  no  objection  to  a  fairly  arrived-at  tax. 

Mr.  Mazzoli.  That  answers  the  question.  I  am  a  lawyer,  and  that  is 
the  reason  why  people  frequently  look  at  our  profession  with  scorn, 
because  that  answer  is  not  really  an  answer.  A  fairly  arrived  at  tax 

Mr.  Fisher.  I  said  on  the  income  of  nonresidents. 

Mr.  Mazzou.  The  second  thing  is  those  5,000  people  who  are  in  your 
association  or  the  5,000 — where  did  the  number  5,000  come  from? 

IMPACrr    OF    TAX 

Mr.  Fisher.  The  5,000  or  less  are  those  nonresident  professional 
owners  of  either  professions  or  personal  service  businesses  who  we 
estimate  will  end  up  paying  the  tax. 

Mr.  Mazzoli.  You  mean  there  are  only  5,000  people  who  would  be 
affected  by  this  tax  ? 

How  did  you  determine  that  number  ? 

Mr.  Fisher.  If  we  assume  there  are  some  15,000  to  20,000  people  in 
our  category  that  we  talk  about,  and  if  we  assume  that  a  high  per- 
centage of  those  are  associates  and  they  receive  salaries,  no  one  who 
is  a  salaried  professional  is  touched  by  this  tax. 

We  must  exclude  that  group.  We  assume  there  is  a  certain  amount 
who  live  in  the  District  of  Columbia,  a  third,  so  we  exclude  that 
group.  The  net  residue  turns  out  to  be  5,000  people. 

SALARIED   professionals   EXEMPT 

Mr.  Mazzoli.  Why  would  a  salaried  associate  be  exempt? 

Mr.  Fisher.  This  is  a  tax  levied  against  the  net  income  of  the  busi- 
ness. That  tax  is  decided  after  all  salaries  are  deducted.  My  friend 
who  lives  next  door  to  me  and  works  for  WTOP  television  and  gets 
paid  $50,000  a  year ;  he  goes  back  to  the  city  at  night. 
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Mr.  Mazzolj.  He  is  not  a  professional  in  the  classic  sense,  is  he  ? 

Mr.  Fisher.  He  is  a  lawyer  givinjjr  legal  advice  to  a  corporation. 

Mr.  Mazzoli.  He  is  not  practicing  law  though  ? 

Mr.  FisiiER.  Not  in  the  private  capacity. 

Mr.  Mazzoli.  An  associate  who  is  practicing  law  will  be  affected  by 
this,  would  he  not  ? 

Mr.  Fisher.  No  ;  he  receives  a  salary  which  he  reports  on  his  own 
income  tax  in  Maryland  or  Virginia  but  his  salary  is  not  taxed  by  the 
District  of  Columbia. 

Mr.  Mazzoli.  That  may  be.  I  would  expect  that  it  is  a  debatable 
point  because  you  are  the  first  one  that  has  brought  that  up.  It  seems 
to  me  that  any  lawyer  who  practices  law  in  the  District  of  Columbia, 
would  have  been  affected. 

Mr.  Webster? 

Mr.  Webster.  All  lawyers  who  have  looked  at  this  agree  that  the 
associates  in  the  law  firm,  as  salaried  employees  they  are  not  subject  to 
the  tax.  You  say  a  corporate  lawyer  is  not  practicing  law.  I  say  he  is. 
He  is  practicing  law. 

Mr.  Rezneck.  I  would  be  a  member  of  the  D.C.  bar  also. 

Mr.  Webster.  If  he  paid  the  tax  and  he  is  a  salaried  employee,  that 
would  be  a  tax  on  his  salary. 

Mr.  Mazzoli.  The  tax  should  have  applied  to  all  lawyers  and  I  think 
the  partners  are  going  to  find  some  way  for  the  associates  to  pay  if  it 
comes  to  pass.  Let  me  go  on.  You  note,  Mr.  Webster,  you  were  very 
emphatic  about  this  and  in  favor  of  home  rule. 

But  you  have  resolved  it  easily  in  your  own  mind  that  if  we  were 
to  pass  a  resolution  of  total  disapproval,  you  would  not  feel  that  to  be 
some  denigration  of  home  rule  ? 

Mr.  Webster.  In  effect  you  are  saying  to  the  City  Council,  this  is  a 
local  matter.  You  ought  not  to  bother  us  with  these  rates  of  taxes. 
You  did  not  do  it  right  the  first  time.  Go  back.  Hold  a  hearing. 

Mr.  Mazzoli.  They  send  it  back  and  it  might  have  a  little  change  and 
then  we  look  at  it  again  and  we  send  it  back  again.  Is  that  what  you 
mean  by  home  rule  ? 

Mr.  Webster.  A  bouncing  rubber  ball,  no,  sir. 

Mr.  Mazzoli.  Are  you  not  saying  that  Congress  has  to  impose  its 
judgment,  not  just  its  will  but  its  judgment,  on  the  District  of 
Columbia  ? 

Mr.  Webster.  You  are  making  a  distinction  which  misses  me. 

Mr.  Mazzoli.  I  am  satisfied  that  if  we  pursue  your  line  and  send  it 
back  because  we  say  it  is  not  correct,  you  have  not  done  your  job  and 
then  they  send  it  back,  we  could  again  challenge  whether  they  have 
made  correct  judgments.  Eventually  the  only  thing  that  would  pass 
is  something  we  would  pass  ourselves. 

My  view  of  home  rule  is  to  allow  them  to  make  an  occasional 
mistake. 

Mr.  Webster.  After  proper  hearing,  I  endorse  that. 

Mr.  Mazzoli.  The  gentleman  from  Connecticut. 

revenue  involved 

Mr.  McKiNNEY.  One  of  the  things  that  confused  me  is  I  was  led  to 
believe  by  the  bar  that  it  had  come  to  a  $14.5  million  receipt  from  this 
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tax,  and  the  District  has  come  to  a  figure  of  $8  million.  Can  someone 
tell  me  why  this  enormous  disparity  ? 

Mr.  Reznek.  May  we  have  somebody  else  with  us  ?  This  is  Jerome 
Libin,  the  chairperson  of  the  tax  division  of  the  D.C.  bar. 

Mr.  Libin.  I  am  pleased  to  be  here  to  respond  to  this  question.  The 
basic  difference  between  the  bar  estimate  and  the  city's  estimate  as 
near  as  we  can  tell  is  that  although  we  start  with  a  fairly  close  approxi- 
mation of  the  total  gross  receipts,  receipts  that  might  be  obtained  in  the 
professional  community,  and  although  we  agree  fairly  closely  on  the 
amount  of  overhead  thereby  agreeing  fairly  closely  on  the  net  profit 
that  would  be  subject  to  that  tax,  the  District  of  Columbia  Department 
of  Finance  and  Ke venue  has  undertaken  to  allocate  out  of  the  city, 
has  undertaken  to  assume  that  there  will  be  allocated  out  of  the  city 
by  professionals  some  30  percent  of  the  income  that  ought  to  be  sub- 
ject to  this  tax. 

They  do  that  on  the  assumption  that  because  professionals  travel 
in  the  course  of  their  businCvSS,  that  they  will  take  a  position  that  not 
all  of  their  income  is  attributable  to  the  carrying  on  of  business  in 
the  District  of  Columbia. 

ALLOCATION  OF  LOCAL  AND  NON-LOCAL  INCOME 

Our  position  has  been  that  is  surprising  to  us  that  they  would  read 
the  present  law  in  that  fashion.  If  there  is  any  question  about  the 
ability  to  allocate  out  some  $100  million,  the  law  ought  to  be  modified 
so  as  to  preclude  any  avoidance  of  the  tax  on  an  artificial  basis  of  that 
nature. 

Mr.  McKiNNEY.  My  attorney  whose  name  will  remain  expurgated, 
is  associated  with  and  represents  and  shares  a  partnership  with  a 
very  large  firm  in  the  city  of  Pittsburgh  in  Pennsylvania. 

Would  he,  though  he  operates  here  in  the  city,  would  he  be  able 
to  be  put  on  a  salary-  and  percentage-of -profits  basis,  and  paid  out 
of  Pittsburgh's  office,  and  thereby  also  be  able  to  avoid  this  tax? 

Mr.  Libin.  Well,  you  mentioned  put  him  on  a  salary,  yes. 

Mr.  McKiNNEY.  And  a  percentage  of  the  profits  ? 

Mr.  Libin.  That  is  the  distinction  that  was  attempted  to  be  made 
before. 

Mr.  McKiNNEY.  The  salary  could  be  exempted  so  he  would  only  pay 
on  a  percentage  of  profits  from  the  top  ? 

Mr.  Libin.  That  is  right.  To  the  extent  a  firm  has  more  than  one  office, 
appropriate  allocation  seems  necessarily  to  fairly  reflect  the  amount 
subject  to  District  tax. 

Mr.  McKiNNEY.  If  I  were  chief  partner  of  the  law  firm  wouldn't 
I  be  idiotic  to  not  give  all  my  associates  large  guaranteed  salaries  ? 

IMPACT  OF  TAX 

Mr.  Libin.  If  it  continues  to  be  in  its  present  form  so  that  lawyers 
and  law  firms  believe  and  can  establish  that  it  is  excessive,  there  will  be 
all  kinds  of  efforts  made  such  as  the  one  you  suggest  to  minimize  its 
impact. 

Mr.  McKiNNEY.  Would  you  suggest  that  this  tax  would  be  rather 
heavily  litigated  ?  ^ 

Mr.  Libin.  I  believe  so. 
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Mr.  McKiNNET.  How  long  do  you  think  it  would  take  the  court  to 
hear  this,  decide  it,  and  so  on  ? 

Mr.  LiBiN.  At  least  2  years. 

Mr.  McKiNNEY.  Do  you  think  the  injunction  could  operate  against 
the  tax  ? 

Mr.  LiBiN.  There  are  actions  to  prevent  injunctions  from  stopping 
taxes  from  being  collected. 

Mr.  McKiNNEY.  How  many  lawyers  in  Washington  are  incorpo- 
rated? 

Mr.  LiBiN.  A  relatively  small  number  of  law  firms. 

Mr.  McKiNNEY.  Would  you  suggest  there  would  be  a  massive  off- 
shoot of  professional  firms  incorporating? 

Mr.  LiBiN.  Yes. 

Mr.  McKiNNEY.  We  got  rid  of  this  in  Connecticut  because  every- 
body found  a  way  to  get  out  of  it  rather  quickly.  I  appreciate  your 
answers  and  thank  you. 

Mr.  Mazzoli.  The  gentleman's  time  has  expired.  The  gentleman 
from  California,  Mr.  Dellums. 

professionals  involved 

Mr.  Dellums.  Thank  you.  I  would  like  to  ask  Mr.  Fisher  one  ques- 
tion. You  mentioned  that  in  your  assessment  of  the  situation,  $8  mil- 
lion worth  of  taxes  are  being  levied  on  5,000  people.  Is  that  correct! 

Mr.  Fisher.  Yes,  sir. 

Mr.  Dellums.  I  would  like  to  use  the  balance  of  my  5  minutes  to 
respond  to  the  arguments  of  all  three.  First  on  the  arguments  of  Mr. 
Fisher.  You  indicate  that  you  believe  that  the  imposition  of  this  tax 
is  in  violation  of  the  intent  of  the  Home  Eule  Act. 

I  will  stipulate  your  competence.  Another  competent  attorney  came 
before  us  a  few  minutes  ago  and  said  he  believed  just  the  reverse.  I 
am  not  an  attorney.  I  think  there  are  too  many  attorneys  in  Congress 
now, 

[Laufirhter.] 

Mr.  Dellums  [continuing].  You  learn  how  to  argue  with  equal  elo- 
quence on  either  side,  and  I  think  that  is  why  there  is  so  much  postur- 
ing on  the  floor  of  the  House. 

[Laufirhter.] 

Mr.  Dellums  [continuing].  If  we  stipulate  the  competence  of  the 
other  gentlemen,  we  have  to  arrive  at  the  conclusion  that  obviously 
it  is  a  debatable  question.  In  the  language  used  by  the  distinguished 
attorney,  Mr.  Drabkin,  it  is  a  close  legal  question.  In  a  close  legal 
question,  I  think  that  a  court  of  competent  jurisdiction  ought  to  role 
in  that  area. 

So  as  the  City  Council  imposes  their  complicated  legal  questions,  let 
a  court  of  competence  litigate  in  this  area.  It  seems  to  me  they  would 
have  the  capability  to  do  so.  You  mentioned  5,000  people  will  have  to 
pav  $8  million  worth  of  taxes. 

Just  bv  simple  mathematics  that  would  average  out  to  $1,600  per 
person.  The  arsrument  from  the  distinguished  witness,  Mr.  Rezneck, 
of  horror  stories  taking  place  with  $1,600  eiven  the  fact,  even,  that 
our  economy  is  in  serious  difficulty  and  inflationary  factors  are  there, 
$1,600  it  seems  to  me  is  not  going  to  break  the  back  of  a  legal  pro- 
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f  essional  in  the  District  of  Columbia.  I  think  the  assertion  of  that 
argument  on  its  face  is  a  weak  argument. 

FEDERAL   INTEREST 

Now  to  the  rest  of  the  arguments  that  Mr.  Rezneck  pointed  out  that 
the  maintenance  of  a  viable  professional  community  is  an  inherent  part 
of  the  Federal  interest  in  the  Federal  interest — ^the  Federal  city,  I 
think  the  concept  of  the  Federal  city  is  a  controversial  question. 

We  passed  a  home  rule  bill  with  a  Federal  enclave  included  in  the 
bill.  I  would  like  to  see  the  legal  profession  in  the  District  of  Colum- 
bia take  that  matter  to  court  to  determine  whether  or  not  a  home 
rule — a  piece  of  home  rule  legislation  that  includes  a  Federal  enclave, 
that  that  Federal  enclave  can  in  fact  constitute  the  Federal  city  since 
when  you  go  to  the  Constitution  all  they  say  about  the  Federal  city  is 
that  it  shall  not  exceed  10,000  square  miles. 

If  somebody  took  that  case  to  court,  we  may  be  able  to  determine 
whether  that  area  would  in  fact  constitute  a  Federal  city  thereby  pre- 
cluding the  Congress  from  being  into  the  busines  of  the  lives  of  people 
outside  of  the  Federal  city. 

I  think  the  Federal  issue  goes  to  the  issue  of  policing  power.  In  the 
first  instance  when  we  established  the  District  of  Columbia  it  was  to 
preclude  any  local  jurisdiction  or  group  of  people  from  thwarting 
the  wheels  of  government,  intimidating  Congress,  or  stopping  the 
ability  of  the  administrative  agency  from  functioning. 

I  think  that  is  the  Federal  interest  in  the  Federal  city.  What  Con- 
gress does,  what  the  President  does,  what  the  Supreme  Court  does, 
what  all  the  other  executive  agencies  are  doing.  I  am  not  sure  whether 
you  are  stretching  the  argument  although  in  reasonable  terms  we  want 
to  maintain  a  viable  community. 

When  we  look  at  the  Federal  interest  we  have  to  look  at  it  in  those 
kinds  of  terms.  With  respect  to  the  arguments  of  Mr.  Webster,  I 
appreciate  the  arguments  on  the  issue  of  open  communications  and  on 
the  issue  of  public  hearings  and  I  will  certainly  side  with  you  with  re- 
spect to  the  assertion  that  open  communications  should  be  there  and 
that  there  ought  to  be  appropriate  public  hearings. 

I  think  you  are  aware  of  the  same  thing  that  I  am  aware  of  that 
many  memibers  of  the  city  council  now  clearly  understand  that  in  public 
debate,  that  there  are  some  problems  arising  and  many  of  them  have 
said  we  are  willing  to  take  a  new  look  at  this  matter. 

We  ought  to  give  them  some  time  before  we  assume  the  power  that 
we  have.  I  think  the  gentleman,  Mr.  Drabkin,  pointed  out  the  matter 
very  clearly. 

Perhaps  the  Congress  should  not  use  its  power  and  prestige  in  this 
particular  matter.  I  don't  think  it  warrants  our  involvement.  The  only 
action  that  should  be  taken  or  dictated  by  this  body  is  a  delaying 
tactic  to  provide  the  opportunity  for  the  local  government  to  exercise 
its  will  with  prudence  and  reason. 

Mr.  Mazzoli.  The  gentleman  from  the  District  of  Columbia  is 
recognized. 

Mr.  Fauntroy.  I  want  to  thank  the  panel  also  for  its  time  and  con- 
cern as  we  deal  with  this  precedent-setting  question.  Mr.  Webster,  you 
suggest  that  perhaps  a  way  to  resolve  this  is  to  adopt  the 
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Mr.  Webster.  Perhaps  I  am  uniformed  but  it  was  told — if  you  cor- 
rect me  perhaps  I  can  change  my  mind — was  told  at  the  close  of  the 
hearings  today,  the  committee  was  going  to  vote.  If  it  is  not  the  only 
option  available  and  there  are  moves  to  open  up  lines  of  communica- 
tion and  come  out  with  a  package  we  can  live  with,  I  say  delay. 

If  you  are  going  to  vote  at  the  close  of  this  hearing  and  say  it  becomes 
law  or  we  reject  it,  then  we  hope  you  strike  it  down. 

RETROACTIVE   TAX 

This  tax  is  retroactive  back  to  January  1,  1975.  The  fiscal  year 
starts  in  July  of  1975  and  runs  to  July  of  1976.  You  are  not  talking 
about  $8  million.  You  are  talking  about  $12  million  because  you  have 
six  quarters.  That  is  why  I  say  we  ought  to  be  able  to  go  back  there 
and  talk  to  them  at  an  80-percent  level.  Let  me  adopt  it.  They  cannot 
lose  money  because  they  have  got  six  quarters  in  1  fiscal  year. 

Mr.  Fauntroy.  I  thank  you  for  your  supportive  view  which  I  share 
also.  The  city  council  has  announced  today  that  it  does  intend  to 
open  a  process  beginning  Monday  by  which  they  can  respond,  hope- 
fully, to  the  concerns  raised  on  the  Hill,  and  by  you,  that  we  ought 
not  to  take  any  definitive  action  in  this  committee  today. 

I  hope  that  the  members  of  this  committee  will  be  persuaded  by 
your  judgment 

Mr.  McKiNNEY.  Would  the  gentleman  from  Washington  yield  for  a 
moment  ? 

Mr.  Fauntroy.  For  a  moment. 

Mr.  McKiNNEY.  This  subcommittee  cannot  take  any  definitive  action. 
The  full  committee  would  have  to  do  that.  I  hope  we  take  action  to 
let  the  City  Council  know  that  there  is  concern  within  the  Congress. 

No  matter  what  this  commitee  does,  it  will  come  before  the  full 
committee  for  any  disposition  of  it  that  has  any  meaningful  portent. 
The  signal  flag  needs  to  be  officially  raised. 

I  would  so  intend  to  move  at  a  later  point.  I  have  found  out  it  is  good 
to  have  a  good  position  on  both  sides. 

Mr.  Fauntroy.  That  is  a  quorum  call,  and  I  really  think  you  voting 
Members  of  the  House  of  Representatives  should  leave.  [Laughter.] 

As  the  only  nonvoting  member  of  this  committee,  I  will  stay  in 
charge. 

Mr.  Mazzoli.  Would  you  want  to  have  further  questions  from  this 
panel  ? 

We  could  come  back  in  10  minutes.  The  committee  will  stand  in  re- 
cess until  a  quarter  after  the  hour. 

[Voting  recess.  1 

Mr.  Mazzoli.  The  subcommittee  will  please  come  to  order.  When  we 
broke  to  make  the  quorum,  the  gentleman  from  the  District  of  Colum- 
bia had  the  floor.  The  gentleman  is  recognized  for  another  5  minutes. 

Mr.  Fauntroy.  Thank  you,  Mr.  Chairman.  The  suggestion  was  made 
that  perhaps  we  should  approach  the  Harsha  resolution  of  disapproval 
and  I  was  about  to  ask  the  question  of  Mr.  Webster  if  he  was  aware  of 
the  fact  that  should  this  revenue  package  be  disapproved  specifically, 
that  it  is  likely  to  cost  us  about  $1  million  a  month  in  terms  of  lost  sales 
taxes  and  interest  on  the  same  ? 
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Well,  my  question  was  and  is,  what  in  your  judgment  to  be  the  time 
involved  in  the  District  government  having  to  do  the  whole  tax  pack- 
age over  again? 

Mr.  Webster.  As  far  as  I  am  concerned,  the  only  problem  they  have 
is  with  this  particular  aspect  of  the  tax.  If  this  can  be  worked  out  at  a 
meeting,  I  think  we  understand  our  respective  positions,  if  there  is  a 
feeling  of  compromise — I  know  there  is  on  our  side — I  would  say  very 
short.  I  hate  to  give  you  a  lawyer's  estimate,  but  1  or  2  days. 

The  draftsmanship  is  not  very  involved.  You  lose  a  million  a  day 

Mr.  Fauntroy.  A  month. 

Mr.  Webster.  There  are  a  lot  of  ways  of  getting  a  message  down 
there. 

One  is  inaction,  if  it  is  not  misunderstood  as  no  interest  on  the  part 
of  the  Congress.  Another  way  may  be  a  sense  of  the  subcommittee,  we 
restrain  for  a  reasonable  period  of  time  to  give  you  people  a  chance  to 
Avork  it  out.  As  long  as  inaction  is  not  misunderstood  on  the  other  side, 
that  seems  fine  to  me. 

Mr.  Fauntroy.  Thank  you. 

Mr.  Mazzou.  Thank  you  very  much.  Mr.  McKinney  ? 

Mr.  McKinney.  I  suggested  to  the  gentleman  from  the  City  Council 
that  one  of  the  ways  to  solve  the  shortfall  would  be  the  immediate  tax- 
ation of  building  improvements  or  the  immediate  taxation  of  buildings 
at  the  time  of  sale. 

There  are  alternative  methods  that  can  be  found  to  solve  the  prob- 
lem of  the  loss.  I  can't  see  where  the  City  Council  on  Monday  or  Tues- 
day can't  come  up  with  some  of  these  compromises.  I  was  in  this 
business  myself  in  the  State  legislature. 

I  would  state  clearly  that  I  came  down  here  expressly  to  get  Wash- 
ington out  of  Congress  hands  and  to  close  up  this  room  and  turn  it  into 
XI  museum. 

But  I  think  we  have  to  deliver  a  message  because  there  are  going 
to  be  some  compromises  in  the  beginning  that  have  to  be  made  just  like 
anything  else.  I  fear  continued  action  on  the  part  of  the  full  committee 
or  the  Congress,  which  would  impinge,  but  I  think  the  subcommittee  is 
the  perfect  place  to  express  an  intent  which  is  simply  that,  an  intent. 

Nothing  really  happens  until  it  gets  to  the  full  committee. 

Mr.  Mazzoli.  I  would  like  that  as  much  as  anything. 

Mr.  Fauntroy.  That  is  a  vote,  Mr.  Chairman. 

Mr.  Mazzou.  I  wonder,  Mr.  Webster,  if  in  your  judgment,  the  day 
or  2  or  3  or  a  month  it  would  take  the  City  Council  to  work  out 
an  arrangement,  would  it  ignore  the  Oude  bill,  let  the  bill  become  law 
and  then  the  doctors,  the  dentists,  the  engineers,  the  CPA's,  the  law- 
yers talk  to  the  District. 

Mr.  Webster.  I  am  afraid  of  a  legislative  sandbag.  I  think  it  leads 
to  a  spirit  of  compromise  and  amicability. 

Mr.  Mazzoli.  We  are  your  gun,  is  that  it  ?  We  are  the  people  that 
give  you  the  weapon  against  the  City  Council  ? 

Mr.  Webster.  The  access  to  the  City  Council  is  the  way  I  put  it.  I 
have  no  idea  what  you  are  going  to  do.  All  I  know  is  that  if  you  are 
under  the  threat  of  some  kind  of  action,  maybe  none  at  all,  you  don't 
want  to  take  the  change. 

You  want  to  negotiate  especially  if  you  can  get  what  you  are  after. 
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Mr.  Mazzoli.  Thank  you  very  much,  and  thank  you  very  much, 
gentlemen. 

COMMUTER  TAX 

Mr.  Webster.  I  have  one  further  thing.  You  can  avoid  all  problems 
of  litigation  with  respect  to  the  commuter  tax  issue  if  Congress  passes 
it  rather  than — whatever  is  worked  out  with  the  City  Council  if  it  is 
passed  as  a  piece  of  affirmative  legislation,  rubber  stamping  the  City 
Council  action.  I  don't  know  whether  that  is  too  much  concessional  in- 
volvement but  as  a  technical  matter  it  enhances  the  City  Council's 
position. 

Mr.  Mazzoli.  We  are  skirting  this  whole  matter,  that  of  imposing 
a  commuter  tax  or  an  income  tax. 

The  gentlemen  of  the  next  panel,  I  would  ask  your  indulgence  while 
we  recess  to  go  to  the  floor  and  vote. 

We  appreciate  it. 

[Voting  recess.] 

Mr.  Mazzoli.  The  subcommittee  will  please  come  to  order.  The  panel 
which  we  wil  now  hear  from  includes  Dr.  Frank  L.  Shuford,  Jr., 
president,  District  of  Columbia  Dental  Society ;  Mr.  W.  Keith  Engel, 
president.  District  of  Columbia  Institute  of  Certified  Public  Accoimt- 
ants ;  Dr.  William  Cooper,  Medical  Society ;  and  Mr.  George  Hartman, 

f  resident  of  the  Washington  Metropolitan  Chapter  of  the  American 
nstitute  of  Architects. 

We  have  certain  time  limitations  and  because  of  the  buzzers  which 
have  twice  summoned  us,  we  might  have  that  to  look  forward  to.  If 
you  could  summarize  your  testimony  and  then  the  panel  will  be  asked 
questions. 

We  will  start  with  Dr.  Shuford  and  then  we  will  work  through  the 
list  as  called  upon. 

At  this  point  we  will  place  in  the  record  the  statements  of  the  previ- 
ous panel  along  with  any  statements  you  gentlemen  may  care  to  sub- 
mit at  this  time. 

We  appreciate  your  consideration. 

Thank  you. 

STATEMENTS  OP  DR.  FRANK  L.  SHUFORD,  JR.,  D.D.S.,  PRESIDENT, 
DISTRICT  OP  COLUMBIA  DENTAL  SOCIETY,  ACCOMPANIED  BY 
MR.  MICHAEL  CADY,  EXECUTIVE  DIRECTOR;  DR.  WILLIAM 
COOPER,  PRESIDENT,  THE  DISTRICT  OP  COLUMBIA  MEDICAL 
SOCIETY;  AND  W.  KEITH  ENGEL,  PRESIDENT,  DISTRICT  OF 
COLUMBIA  INSTITUTE  OF  CERTIFIED  PUBLIC  ACCOUNTANTS 

Dr.  Shuford.  I  am  Frank  L.  Shuford,  and  I  am  prepared  to  offer  a 
brief  summary  of  my  statement.  For  more  than  100  years  the  Dental 
Society  of  the  District  of  Colimibia  has  been  trying  to  promote  the 
general  welfare.  The  D.C.  Dental  Society  is  supportive  of  its  local 
government  and  is  a  supporter  of  home  rule. 

The  society  is  opposed  to  the  joint  resolution  (H.  J.  Ees.  370)  to  short 
circuit  the  enactment  of  the  revenue  act.  This,  however,  does  not  mean 
that  the  society  is  in  favor  of  the  bill  as  it  is  presently  written.  But  the 
society  would  support  the  bill  if  amended  in  a  court  and  in  accordance 
with  the  Gude  amendment  as  set  forth  in  H.E.  9471. 
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RECOMMENDATION    TO    THE    COUNCIL 

The  Tax  Reform  Act  of  1975  if  enacted  as  written  may  have  a  long- 
term  negative  impact  on  the  public  welfare  of  the  District  of  Columbia. 
We  think  the  Council  should  recall  the  act  for  further  review,  public 
input,  and  amendment  as  previously  stated. 

We  would  greatly  appreciate  any  assitance  the  Congress  may  pro- 
vide in  achieving  this  ODJective  short  of  a  joint  resolution  to  repeal 
the  act. 

Mr.  Mazzou.  Thank  you,  Dr.  Shuf  ord. 

[Dr.  Shuf ord's  complete  statement  follows :] 

Statement  by  Fran^  L.  Shuford,  Jr.,  D.D.S.,  President  of  the 
District  OF  Columbia  Dental  Society 

My  name  is  Dr.  Frank  L.  Shuford,  Jr.,  and  I  am  the  president  of  the  District 
of  Columbia  Dental  Society.  On  behalf  of  the  Society,  I  thank  you  for  this 
opportunity  to  speak  to  you  concerning  the  Revenue  Act  of  1975  as  passed  by 
the  District  of  Columbia  CouncU.  Specifically,  my  comments  wiU  be  directed 
to  the  inclusion  of  dentists,  as  well  as  other  professionals,  in  the  unincorporated 
business  franchise  tax. 

Prior  to  stating  our  views  toward  this  act,  it  may  be  helpful  to  you  to  know 
the  objective  of  our  society.  The  D.C.  Dental  Society  has  a  history  of  which  it 
is  proud.  In  1866  the  Society  was  formed,  and  received  its  permanent  charter 
from  the  District  of  Columbia  in  1928.  The  Society's  objective  for  more  than 
100  years  has  been  and  is  now  to  promote  the  public  welfare  by : 

(1)  The  advancement  of  the  dental  profession  in  education,  science  and 
mutual  feUowship. 

(2)  The  education  of  the  public  to  a  fuUer  understanding  and  appreciation  of 
the  functions  and  care  of  the  oral  cavity  and  adjacent  parts. 

(3)  The  cooperation  with  the  medical  profession  and  other  organizations, 
including  government,  in  all  matters  of  mutual  interest  and  advantage  to  the 
public. 

Note,  the  last  stated  means  to  promote  the  public  welfare  is  by  the  coopera- 
tion with  the  medical  profession  and  other  organizations,  including  government, 
in  all  matters  of  mutual  interest  and  advantage  to  the  public. 

The  D.C.  Dental  Society  is  supportive  of  its  local  government,  the  District 
of  Columbia  Council,  and  a  staunch  supporter  of  home  rule.  Therefore,  we  are 
opposed  to  a  joint  resolution  to  short  circuit  the  enactment  of  the  Revenue  Act 
of  1975.  This,  however,  does  not  mean  that  the  Society  is  in  favor  of  the  bill 
as  it  is  presently  written.  Our  position  is  simply  this,  we  want  to  work  with 
the  council  in  drafting  a  bill  which  will:  (1)  provide  the  necessary  income  the 
District  needs  to  function,  and  (2)  distribute  the  payment  of  taxes  on  an 
equitable  basis. 

To  date,  we  have  not  been  extended  the  opportunity  to  achieve  this  goal  be- 
cause the  District  did  not  hold  hearings  to  seek  the  views  of  the  public  and 
affected  parties  prior  to  passing  this  act.  Thus,  this  has  been  our  only  opportu- 
nity to  air  our  concerns,  and  we  trust  that  our  testimony  will  be  viewed  by  all 
parties  in  a  constructive  manner.  We  ask  that  you  thoroughly  consider  our 
thoughts  and,  in  turn,  urge  the  D.C.  Council  to  recall  the  act  for  further  review. 

First,  dentists  are  willing  to  carry  their  fair  share  of  the  tax  burden.  How- 
ever, we  think  the  act  is  inequitable  to  dentists  practicing  in  the  District  and 
residing  in  Maryland  and  Virginia  suburbs.  To  illustrate  my  point,  let  me  cite 
an  example  of  the  effect  of  the  tax  liability  as  we  understand  it. 

If  a  dentist  has  a  net  income  of  $40,000  in  1975,  he  will  have  an  unincorporated 
tax  liability  of  $1,890  based  on  the  following  calculations : 

Net  income $40, 000 

Salary  allowance    (55  percent) 22,000 

Balance 18,  000 

Exemption 5,  000 

Balance      13, 000 

12  percent  tax 1,  560 
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If  this  dentist  resides  in  the  District,  $18,000  will  be  excluded  from  further 
taxation,  thus  $22,000  is  subject  to  D.C.  personal  income  tax. 

If  this  dentist  resides  in  Maryland,  $1,560  will  be  an  allowable  deduction, 
leaving  a  balance  of  $38,440  subject  to  Maryland  personal  income  tax. 

If  this  dentist  resides  in  Virginia,  the  full  $40,000  will  be  subject  to  Virginia 
personal  income  tax. 

The  inequity  of  this  form  of  taxation  leads  many  to  think  that  the  composi- 
tion of  dentists  practicing  in  the  District  will  change  considerably.  Those  who  are 
considering  retirement,  may  do  so  at  an  earlier  date  rather  than  pay  the  addi- 
tional taxes ;  others  may  move  their  practices  to  the  suburbs ;  and  those  consider- 
ing establishing  their  practice  in  the  District  may  opt  for  the  suburbs,  or  another 
metropolitan  area,  to  minimize  their  tax  burden.  The  society  has  no  way  of 
knowing  if  there  is  justification  to  this  concern.  However,  one  thing  is  for  certain, 
increasing  costs  to  dentists  will  influence  fees  for  services.  The  combination  of 
the  concerns  I  mentioned  would  not  serve  to  promote  the  welfare  of  the  public 
in  that  there  may  well  be  fewer  dental  services  available  to  D.C.  residents,  and 
those  employed  in  the  district,  at  higher  costs. 

As  I  stated  earlier,  what  we  want  is  equitable  taxation.  Thus,  the  District  of 
Columbia  Dental  Society  opposes  the  D.C.  Revenue  Act  of  1975  as  now  pending 
before  the  Congress.  But,  the  society  would  support  the  bill  if  amended  in  accord- 
ance with  the  Gude  amendment  as  set  forth  in  H.R.  9471. 

The  Tax  Reform  Act  of  1975,  if  enacted  as  written,  may  have  a  long-term  nega- 
tive impact  on  the  public  welfare  of  the  District  of  Columbia,  and  we  think  the 
Council  should  recall  the  act  for  further  review,  public  input,  and  amendment  as 
previously  stated.  We  would  gi-eatly  appreciate  any  assistance  you  may  provide  in 
achieving  this  objective — short  of  a  joint  resolution  to  repeal  the  act. 

Thank  you  for  listening  to  our  position,  and  we  are  optimistic  that  you  will 
take  it  under  advisement. 

Mr.  Engel? 

Mr.  Engfx.  I  am  appearing  as  president  of  the  District  of  Columbia 
Institute  of  Certified  Public  Accountants.  Right  from  inception  of  this 
proposed  bill,  the  C.P.A.'s  have  been  in  favor  of  having  a  professional 
tax.  We  are  not  objecting  to  that. 

DOUBLE  TAX 

Our  main  objection  is  the  double-taxation  eflPect  which  has  been 
mentioned  by  many  witnesses.  We  know  that  some  of  our  membership 
have  already  moved  out  of  the  District  because  of  that  and  we  have 
heard  from  others  that  will  under  this  double-taxation  impact. 

I  suggested  in  my  statement  that  rather  than  have  a  litigation  on 
this  question  of  whether  it  is  in  violation  of  the  Home  Rule  bill,  per- 
haps Congress  could  specifically  say  that  there  can  be  an  income  tax 
on  professionals  and  call  it  that. 

At  least  that  would  permit  to  to  be  credited  against  the  Virginia 
or  Maryland  tax  and  would  avoid  this  question  whether  it  is  constitu- 
tional or  not. 

The  other  point  I  would  like  to  make  that  I  think  is  peculiar  to  the 
C.P.A.'s,  while  we  have  offices  in  the  District,  many  of  our  clients  are 
in  ]\Iaryland,  Virginia,  and  other  States.  Much  of  our  work  is  done 
outside  of  Washington. 

ALLOCATION   OF   INCOME   FOR  TAX 

I  think  we  have  an  allocation  problem  that  is  very  important.  It  is 
important  that  there  be  a  fair  method  of  allocating  that  income  and 
that  services  that  are  performed  outside.  The  present  formula  is  a 
three-part  formula  that  just  would  not  work.  It  is  important  that  there 
be  a  fair  and  equitable  way  to  allocate  the  income. 
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[Mr.  Engel's  prepared  statement  follows :] 

Statement  of  W.  Keith  Engel,  President,  District  of  Columbia  Institute  of 
Certified  Public  Accountants 

Dear  Mr.  Chairman  :  Thank  you  for  extending  the  invitation  to  testify  at 
these  hearings.  I  am  appeai-ing  as  a  witness  at  these  hearings  as  President  of 
the  District  of  Columbia  Institute  of  Certified  Public  Accountants.  The  In- 
stitute is  an  organization  of  approximately  1,400  members  all  of  which  are 
certified  public  accountants.  Many  of  our  members  are  principals  of  unincorpo- 
rated businesses  operating  in  the  District  of  Columbia  that  employ  thousands 
of  employees  and  rent  thousands  of  square  feet  of  office  space  in  D.C.  Thus, 
most  of  our  membership  has  a  vital  interest  in  the  proposals  to  tax  professionals 
under  the  Unincorporated  Business  Tax  provisions. 

The  Institute  recognizes  the  need  for  CPAs  that  conduct  business  in  the  Dis- 
trict of  Columbia  to  bear  their  fair  share  of  the  tax  burden  now  confronting 
the  District  of  Columbia.  We  wish,  however  to  make  the  following  comments : 

I.  revenue  impact 

We  understand  that  it  has  been  estimated  by  the  D.C.  Council  that  the  pro- 
posed tax  on  professionals  pursuant  to  the  Unincorporated  Business  Tax  provi- 
sions and  with  a  salary  allowance  of  55%  will  generate  tax  revenue  in  the 
amount  of  $8  million  for  the  first  year  at  the  12%  tax  rate  and  tax  revenue  of 
$6  million  in  following  years  at  the  9%  tax  rate.  If  these  estimates  are  reason- 
ably accurate,  we  do  not  object  to  the  amount  of  tax  to  be  imposed  on 
professionals. 

With  respect  to  the  tax  on  professionals  as  compared  with  other  increases  or 
decreases  in  the  1975  Revenue  Act,  we  feel  that  the  $8  million  amount  is  fair. 

II.  double  taxation 

Our  primary  objection  to  the  proposal  to  tax  professionals  is  the  double  tax 
effect  that  will  result  from  such  proposal.  Most  of  our  members  that  do  l)usi- 
ness  in  the  District  of  Columbia  live  in  Maryland  or  Virginia  and  ])ay  income 
taxes  to  those  states  on  the  same  income  that  the  District  of  Columbia  proposes 
to  tax.  However,  because  the  proposed  D.C.  tax  on  professionals  is  designated 
as  a  privilege  tax,  the  tax  so  paid  will  not  be  allowable  as  a  credit  against  the 
Maryland  and  Virginia  tax  that  our  members  will  have  to  pay  in  their  home 
states.  This  is  where  the  double  tax  results. 

Inasmuch  as  the  proposed  tax  is  levied  on  net  income,  it  is  really  an  income 
tax  although  it  is  called  a  business  tax.  We  understand  that  under  the  Home 
Rule  Statute,  the  District  of  Columbia  is  not  permitted  to  levy  an  income  tax 
on  non-residents.  We  suggest  that  if  the  statute  were  changed  to  permit  the 
District  of  Columbia  to  levy  an  income  tax  on  non-resident  professionals  and 
such  levy  were  called  an  income  tax,  then  such  tax  would  be  allowable  as  a 
credit  against  the  home  state  tax  of  our  members  and  there  would  be  no  double 
taxation. 

As  it  stands  now,  we  know  that  because  of  the  proposed  D.C.  tax  on  pro- 
fessionals and  the  resultant  double  taxation  of  the  same  income  that  will  result 
if  the  law  is  enacted,  some  of  our  members  have  already  moved  their  business 
operations  out  of  the  District  of  Columbia  and  are  operating  them  in  Maryland 
or  Virginia.  We  also  have  been  informed  that  others  of  our  membership  plan 
to  move  their  operations  to  Maryland  or  Virginia  if  the  tax  on  professionals  is 
enacted  and  there  is  no  relief  from  the  double  taxation  that  will  result  from 
the  proposed  tax. 

III.  allocation  of  income 

While  many  of  our  members  have  their  business  headquarters  in  the  District 
of  Columbia,  they  perform  services  in  Maryland  and  Virginia  and  other  states. 
The  present  formulas  for  allocation  of  income  to  the  District  of  Columbia  in 
cases  where  business  is  conducted  in  the  District  as  well  as  in  other  jurisdic- 
tions are  not  appropriate  for  allocation  of  the  income  of  certified  public  account- 
ants. We  strongly  urge  that  if  there  is  to  be  a  tax  on  professionals  Imposed  by 
the  District  of  Columbia,  that  there  be  provisions  for  allocation  formulas  that 
fairly  and  equitably  allocate  income  to  the  District  of  Columbia  in  the  case  of 
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professionals  headquartered  in  the  District  who  perform  professional  services 
in  other  jurisdictions. 

We  number  among  our  membership,  several  hundred  members  who  are  affili- 
ated with  large  international,  national  and  regional  accounting  firms.  Also,  by 
community  of  interest,  we  are  closely  affiliated  with  the  American  Institute  of 
Certified  Public  Accountants,  headquartered  in  New  York  City,  which  has  a 
membership  in  excess  of  110,000.  The  District  of  Columbia  Institute  of  Certified 
Public  Accountants  stands  ready  to  assist  in  any  way  that  it  can  in  developing 
a  tax  on  professionals  that  would  be  fair  and  equitable  and  not  result  in  double 
taxation  and  also  stands  ready  to  help  in  developing  allocation  rules  that  would 
be  fair  and  equitable  in  connection  with  such  a  tax. 

In  summary,  we  are  not  opposed  to  a  tax  on  certified  public  accountants  doing 
business  in  the  District  of  Columbia  that  results  in  such  CPAs  paying  their  fair 
share  of  the  tax  revenue  that  must  be  raised  by  the  District.  However,  we  are 
opposed  to  a  D.C.  tax  on  CPAs  that  results  in  double  taxation. 

Thank  you  for  extending  us  an  opportunity  to  appear  before  the  Committee. 

Mr.  Mazzou.  Dr.  William  Cooper,  medical  society  ? 

Dr.  Cooper.  I  am  president  of  the  Medical  Society  of  the  District 
of  Columbia.  We  have  3,100  members.  Our  number  one  aim  always  is 
to  provide  the  best  medical  care  for  the  citizens  of  the  District  of 
Columbia. 

IMPACT    OF    TAX 

We  have  three  extreme  concerns  if  this  revenue  bill  is  enacted  as 
passed  and  we  sent  you  our  testimony  that  we  gave  before  the  Senate. 

First:  We  feel  very  strongly  it  will  be  most  difficult  to  get  young 
physicians  to  locate  within  the  District  of  Columbia  if  they  know  they 
have  a  burden,  even  though  it  might  be  small,  to  pay  when  they  could 
easily  start  their  practice  in  a  suburb. 

Second:  We  feel  that  some  of  the  older  physicians  will  move  to 
the  suburbs  if  this  bill  is  passed. 

Last :  We  are  concerned  about  our  medical  centers  of  which  we  are 
very  proud  because  they  will  not  be  able  to  attract  intelligent  physi- 
cians and  other  paramedical  personnel  and  have  as  fine  a  medical 
center  as  we  have  right  here. 

Now  in  terms  of  the  three  medical  schools,  the  Washington  Hospital 
Center  and  a  lot  of  our  other  hospitals  which  are  excellent  institu- 
tions— another  problem  from  the  medical  standpoint  is  we  want  a  new 
Doctors'  Hospital  down  in  the  downtown  area. 

If  this  bill  is  passed,  I  think  it  will  never  become  a  reality.  We 
appreciate  the  opportunity  to  pass  on  our  thoughts  in  this  regard  to 
you. 

Mr.  Mazzoli.  Thank  you  very  much.  Doctor. 

[Dr.  Cooper's  prepared  statement  follows :] 

Statement  op  Dr.  William  H.  Cooper,  President,  The  Medical  Society  of 
THE  District  of  Columbia 

Representative  Romano  Mazzoli  and  members  of  this  committee:  I  am  Dr. 
WiUiam  H.  Cooper,  president  of  The  Medical  Society  of  the  District  of  Columbia. 
On  behalf  of  its  officers  and  3,000  members,  I  want  to  thank  you  for  the  oppor- 
tunity to  present  our  views  on  the  District  of  Columbia  Revenue  Act  of  1975 
and  its  impact  upon  the  physicians  of  this  community.  With  me  at  this  time  are 
^Ir.  Franc  Ferraraccio,  executive  director  of  the  medical  society,  and  Mr.  John 
Lewis  Smith  III,  legal  counsel  for  the  society. 

We  would  like  the  record  to  show  that  throughout  the  deliberations  of  this 
revenue  package  by  city  council,  our  society  has  maintained  close  relationships 
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with  key  members  of  the  city  council  and  their  staffs.  We  want  you  to  know 
that  we  have  had  the  highest  possible  level  of  cooperation  from  Mr.  Barry,  Mrs. 
Shackleton,  Mr.  Tucker  and  other  members  of  the  council.  We  have 
appreciated  with  sincere  gratitude  the  opportunity  they  have  given  us  to  express 
our  viewpoints. 

This  society's  testimony  before  committees  of  the  council,  and  in  correspondence 
with  the  mayor  and  the  council  members,  has  expressed  from  the  very  beginning 
a  consistent  understanding  of  the  need  for  revenue  by  the  city  and  of  the  prin- 
ciple of  a  tax  upon  the  professional  to  help  support  these  needs.  We  have  indi- 
ciated  from  the  beginning  that  we  are  willing  to  share  this  burden,  but  that  an 
equitable  level  of  taxation  which  would  not  prove  oppressive  to  our  membership 
or  deleterious  to  the  welfare  of  the  city  was  an  essential  ingredient  of  our  support 
of  that  principle. 

This  society  has  taken  this  position  because  we  are  acutely  aware  and  con- 
cerned about  the  many  deficiencies  which  exist  in  matters  of  health  planning, 
administration,  and  the  delivery  of  medical  care  in  the  District  of  Columbia.  We 
know  and  we  understand  that  these  are  all  programs  which  not  only  require 
more  able  administration,  but  more  adequate  funding  as  well,  we,  the  physicians 
of  this  community,  are  willing  to  put  forth  our  efforts  to  help  improve  this 
general  situation.  Therefore,  we  accept  the  tax  levy  on  those  professionals  who 
generate  their  income  from  the  privilege  of  practicing  in  this  city.  In  brief,  we 
are  sympathetic  to  the  District's  fiscal  diflftculties,  and  we  are  not  seeking  relief 
that  will  adversely  affect  the  city's  ofllcial  budget  and  revenue  estimates. 

IMPACT  OF  TAX 

On  the  other  hand,  however,  we  believe  that  the  effect  of  this  revenue  act, 
especially  upon  the  unincorporated  physicians  will  diminish  the  desirability  of 
physicians  to  locate  their  office  practice  in  the  District  of  Columbia.  The  young 
physician,  who  is  beginning  a  new  practice,  will  be  discouraged,  and  the  older 
physi(!ian,  who  has  a  well-established  practice,  will  move  to  the  suburbs.  We 
believe  that  this  exodus  of  physicians  from  the  District  of  Columbia  will  also 
have  a  drastic  effect  upon  the  economic  life  of  the  hospitals  of  the  District  and 
a  negative  impact  upon  the  crowded  hospitals  of  the  suburbs. 

UNFAIR  TAX 

The  fundamental  problem,  as  we  see  it,  is  that  the  District  of  Columbia  Council 
has  possibly  enacted  an  unfair  tax  on  the  non-resident  individual  engaged  in 
providing  personal  services  in  the  District  of  Columbia.  The  Council  and  the 
Mayor  are  on  record  as  stating  that  they  propose  to  raise  $8  million  of  new 
revenue  from  these  new  taxpayers.  We  have  reason  to  believe  that  the  Council's 
action  might  well  produce  at  least  twice  this  amount.  This  disparity,  together 
with  the  possibly  unfair  nature  of  the  new  tax,  are  the  central  factors  of  this 
dispute. 

TAX  PROVISIONS 

The  District  of  Columbia  Revenue  Act  of  1975  and  the  District  of  Columbia 
Unincorporated  Business  Francise  Revision  Act  of  1975  have  proposed  a  12% 
tax  on  the  net  income  of  all  professionals  engaged  in  providing  services  in  the 
District  of  Columbia.  As  you  know,  this  act  i)ermits  all  unincorporated  businesses 
to  deduct  up  to  55%  of  net  income  as  a  salary  to  the  owners  or  partners  thereof 
so  that  the  net  effect  of  the  new  tax  is  to  impose  a  12%  tax  on  45%  of  the  net 
income.  The  burden  of  this  new  tax  falls  almost  entirely  on  professionals  who 
are  residents  of  Maryland  and  Virginia  because  a  District  resident  is  permitted 
to  exclude  this  tax  on  his  individual  District  of  Columbia  income  tax  return. 
Therefore,  the  ultimate  impact  of  this  new  tax  falls  upon  the  suburban  residents 
who  provide  professional  services  within  the  city. 

We  ask  that  the  record  should  show  the  responsiveness  of  the  City  Council 
to  the  professionals  which  brought  about  an  amendment  that  raised  the  original 
20%  salary  allowance  to  55%.  We  of  the  medical  profession,  however,  have  con- 
sistently asked  that  this  allowance  should  be  more  fairly  levied  at  80%.  In  spite 
of  the  fact  that  this  amendment  does  not  completely  satisfy  our  position,  we 
believe  that  the  manner  in  which  the  Council  and  the  Mayor  reconsidered  their 
rK)sition  reflects  a  glowing  example  of  the  potential  for  local  government  to  work 
effectively  with  the  professional  community.  This  society  appreciates  wholeheart- 
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edly  the  compromise  in  regard  to  this  revision,  however,  we  still  maintain  that 
an  equitable  and  fair  "salary  allowance"  should  be  80%. 

Mr.  Chairman  and  Members  of  the  Committee,  we  welcome  wholeheartedly, 
although  somewhat  tangentially,  the  District  of  Columbia  City  Council's  proposal 
to  form  a  "tax  revision  commission."  This  society  has  requested  due  representa- 
tion on  this  commission  when  it  is  formed ;  and  thereby  look  forward  to  working 
with  the  Council  on  future  tax  revisions. 

We,  the  medical  profession,  have  looked  with  hope  and  great  expectation  for 
better  things  to  come  in  our  city's  health  system  with  the  advent  of  our  new 
home  rule  government.  We  stand  ready  to  continue  to  provide  the  City  Council 
with  professional  expertise  for  improving  health  care  to  benefit  the  people  of  the 
€ity. 

Mr.  Mazzolt.  I  wonder,  assuming  that  this  tax  would  be  an  extra 
$1,000  or  $2,000,  is  that  sufficient  in  your  judgment  to  really  drive  a  lot 
of  colleagues  out  of  the  District  of  Columbia  and  into  an  adjacent  area 
where  they  would  leave  the  medical  hospitals,  the  medical  schools,  the 
presentation  of  them,  leave  their  clientele? 

Is  it  really  a  $2,000  decision  for  a  doctor  ? 

Dr.  Cooper.  It  is  to  some. 

Mr.  Mazzoli.  Do  you  have  any  breakdown  ?  There  is  a  romaticized 
view  of  how  much  money  you  people  make,  but  is  there  a  break  out? 
If  the  association  maintains  such  figures  as  to  certain  breakoflf  points, 
and  if  it  is  a  matter  of  public  record  I  would  not  mind  taking  a  squint 
at  it. 

Dr.  Cooper.  We  have  no  such  figures  but  70  percent  of  our  members 
live  in  the  suburbs  and  many  of  them  say,  I  am  just  going  to  open  up 
out  here  and  stay  out  here  near  my  home. 

Mr.  Mazzolt.  Of  course  they  say  that.  We  don't  want  to  drive  the 
professionals  out  of  the  District  of  Columbia.  We  don't  want  to  enact 
any  bill  that  would  do  that.  It  is  not  a  conscious  effort  and  we  don't 
want  to  do  anything  which  essentially  does  the  same  thing. 

How  do  you  base  that,  on  some  doctors'  statements  over  a  cup  of 
coffee  in  a  hospital  as  he  is  making  his  rounds  or  some  absolute  verified 
statement  that  this  is  the  last  straw  ? 

Dr.  Cooper.  We  have  had  300  to  500  phone  calls  to  our  executive  di- 
rector and  myself  from  members.  We  have  had  over  150  letters.  This 
has  been  expressed  in  the  halls  repeatedly  when  making  rounds  in  the 
hospitals  and  I  think  they  mean  it. 

Mr.  Mazzoli.  Just  out  of  curiosity 

Dr.  Cooper.  We  want  to  pay  our  fair  share  of  the  tax. 

Mr.  Mazzolt.  We  accept  that  that  is  a  real  motivation.  Have  you 
ever  thought  in  your  own  mind,  would  you  move  out  of  the  District 
yourself  ? 

Dr.  Cooper.  Over  this  one  issue,  perhaps  not,  but  I  am  one  of  the 
older  guys. 

Mr.  Mazzolt.  And  have  you  ever  calculated,  would  it  be  a  $20,000, 
or  a  $30,000,  or  a  $50,000  move,  moving  X-ray  machines,  and  so  foith? 
Wouldn't  they  up  the  freight  just  a  little  bit  to  the  customers? 

Dr.  Cooper.  I  assume  that  there  would  be  a  passthrough  to  the 
patients. 

Mr.  Mazzolt.  Mr.  Engel,  with  the  certified  public  accountants,  how 
many  of  your  colleagues — ^you  have  a  smaller  investment  in  fixed  as- 
sets than  doctors  would,  don't  many  of  your  people  trade  on  the  pres- 
tige of  practicing  in  the  District  of  Columbia? 

ilr.  ExGEL.  I  don't  think  so. 
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Mr.  Mazzoli.  Is  it  a  $2,000  decision.  Would  this  tax  cause  a  C.P.A. 
to  leave  the  District  of  Columbia  ? 

Mr.  Engel.  I  am  with  a  large  firm  and  we  just  signed  a  10-year  lease 
so  we  are  not  going  to  move  out.  But  a  lot  of  smaller  accountants  can 
just  as  well  operate  outside  of  the  District  as  well  as  in  the  District. 

I  know  a  great  many  of  them  that  have  already  moved  because 
they  found  cheaper  rent.  I  would  not  think  there  would  be  any  large 
number. 

Mr.  Mazzoli.  Dr.  Shuford,  sort  of  along  the  same  line  of  question- 
ing, you  talked  with  some  of  your  colleagues  and  I  am  sure  the  col- 
leagues said  if  you  put  this  tax  on,  I  am  leaving  town.  But  would 
you  have  some  judgment  as  to  how  many  may  leave  ? 

Dr.  Shuford.  This  is  Mr.  Michael  Cady,  the  executive  director  of 
the  District  of  Columbia  Dental  Society. 

^fr.  Mazzoli.  The  question  is  in  your  judgment  knowing  some  of 
the  facts  and  figures  and  problems  with  the  professionals,  how  many 
in  your  judgment  would  leave?  Would  this  be  a  $2,000  decision — 
would  that  difference  be  enough  to  make  a  dentist  leave  town  ? 

Mr.  Cady.  The  ones  I  have  spoken  to  did  not  indicate  they  would 
walk  out  of  town.  Most  of  the  concern  seems  to  be  about  attracting 
young  dentist3  to  the  city ;  40  percent  of  our  membership  is  over  35. 
There  is  going  to  be  a  vacuum  to  be  filled  in  the  coming  years. 

The  expense  of  setting  up  a  dental  office  ranges  anywhere  from 
$15,000  to  $50,000  and  there  is  a  great  deal  of  concern  about  filling 
this  vacuum. 

Mr.  Mazzoli.  Is  there  anything  that  would  show  ft  trend  to  the  sub- 
urbs away  from  the  city  or  is  there  any  marked  preference  ? 

Mr.  Cady.  I  don't  know  of  any  preference. 

Mr.  Mazzoli.  You  don't  think  there  are  more  dentists  practicing 
in  the  suburbs  than  in  the  center  city  ? 

Dr.  Shuford.  That  is  true  and  this  trend  has  developed  over  a  nuni- 
ber  of  years.  There  are  men  in  the  District  of  Columbia  that  might 
have  two  offices,  one  in  the  District  of  Columbia  and  one  in  the  nearby 
suburbs  that  he  is  working  in  one  part  time  and  part  time  in  the  other. 

Mr.  Mazzoli.  I  have  no  further  questions. 

The  gentleman  from  Connecticut  ? 

Mr.  McKiNXEY.  Thank  you,  Mr.  Chairman. 

I  was  interested  particularly  in  the  accounting  aspect  and  archi- 
tectural aspect  because  a  great  many  of  the  C.P.A.'s  in  the  city  belong 
to  firms  that  have  extraterritorial  offices,  don't  they? 

Mr.  Engel.  Yes. 

Mr.  McKiNNEY.  They  can  do  their  billing  and  their  work  out  of 
those  extraterritorial  offices.  I  would  also  assume  that  again  we  would 
come  to  the  issue  of  only  the  partner  and/or  the  sole  operator  being 
eligible  for  this  tax  but  none  of  salaried  accountants  within  that  firm 
being  eligible  for  the  tax. 

Again  a  smart  partner  would  allocate  himself  a  salary  and  simply 
pav  the  tax  on  the  profit  to  avoid  the  payment. 

How  much  of  an  average  accountant's  work  is  outside  of  the  actual 
District? 

Mr.  Engel.  From  my  standpoint,  I  am  a  partner  in  what  is  know 
as  an  international  accounting  firm.  We  have  offices  all  over  the 
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world.  We  are  one  of  the  biggest  firms.  I  guess  we  have  about  100 

Frofessional  staff  in  the  District.  I  would  guess— I  don't  know — 
would  say  probably  from  a  timespan  point  of  time  spent  by  our 
professional  people,  I  would  guess  maybe  two-thirds  of  the  time  is 
spent  outside  of  the  District  working  on  clients  located  outside  the 
District. 

As  far  as  my  firm  changing  our  partnership  setup  and  making 
employees  out  of  present  partners,  I  don't  think  that  is  ever  going  to 
happen.  That  could  happen  with  a  smaller  firm  where  they  may  have 
five  partners  and  they  may  decide  to  get  around  this  tax  to  have  only 
two  and  the  other  three  call  associates. 

Mr.  McKiNNEY.  As  to  the  medical  community  in  general,  one  of 
the  greatest  problems  Washington  has  had  really  is  an  outflow  of 
doctors  to  suburban  areas. 

Dr.  Cooper.  As  far  as  living  goes,  yes ;  most  of  them  practice  within 
the  District. 

Mr.  McKiNNEY.  In  both  their  hospitals  and  private  offices? 

Dr.  Cooper.  We  have  some  private  offices  that  physicians  use  now 
just  over  the  line.  They  use  the  address  Washington,  D.C.  20015  even 
though  they  are  in  Maryland  and  this  is  all  right  with  the  post 
office. 

But  basically  most  of  the  physicians  use  the  District  hospitals.  They 
may  have  an  office  in  the  suburbs  but  they  come  in  to  hospitalize  their 
patients. 

Mr.  McKiNNEY.  One  of  the  things  that  I  have  noticed — or  at  least 
my  staff  complains  about — is  the  basic  way  that  most  of  their  doctors 
practice  is  to  have  an  office  out  in  suburbia  and  then  practice  within 
a  hospital  in  the  District  of  Columbia. 

So  if  they  want  to  see  the  doctor  in  District  of  Columbia,  it  has  to 
be  a  hospital  visit  to  the  office  there  rather  than  in  his  own  private 
office. 

Dr.  Cooper.  I  don't  think  so.  We  have  a  lot  of  big  medical  buildings 
downtown. 

Mr.  McKinney.  That  was  just  a  question;  I  did  not  know.  I  would 
like  to  thank  you  gentlemen  for  coming.  I  was  wondering  if  I  could 
move  that  we  stand  in  recess  for  10  minutes  ? 

Mr.  Mazzoli.  It  is  a  good  motion.  We  have  a  vote  on  the  floor, 
With  your  forbearance,  could  you  wait  upon  our  return  in  about 
10  minutes? 

We  stand  in  recess  for  10  minutes. 

[Voting  recess.] 

Mr.  Mazzoli.  The  subcommittee  will  come  to  order.  Would  the 
gentleman  from  Georgia  have  any  questions  ?  These  are  representatives 
of  the  Medical  Society,  the  Dental  Society  and  the  C.P.A.  Institute, 

We  have  had  some  questions.  Would  you  have  any  questions  Mr. 
Stuckey? 

Mr.  Stuckey.  I  have  no  questions. 

Mr.  Mazzoli.  The  gentleman  from  Ohio,  Mr.  Whalen  ? 

Mr.  Whalen.  Yes,  Mr.  Chairman.  Thank  you.  I  guess  it  would  be 
appropriate  if  I  posed  my  questions  to  Mr.  Engel.  I  think  they  deal 
with  accounting  issues.  Mr.  Engel,  I  certainly  accept  the  principle 
that  a  franchise  tax  for  the  privilege  of  doing  business  in  a  juris- 
diction is  a  legitimate  way  of  raising  revenue.  I  would  also  accept 
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the  fact  that  the  basis  for  the  franchise  tax  among  other  things  could 
be  determined  by  income. 

EXPERIENCE  IN    OTHER  JURISDICTIONS 

The  question  I  would  like  to  ask  you  is  this :  How  in  terms  of  tax 
principles,  should  that  cost  of  doing  business  as  reflected  by  the  fran- 
chise tax  be  handled  in  other  taxing  jurisdictions  such  as  another  State 
or  another  community  or  even  the  Federal  Government?  Should  it 
be  treated  as  a  credit  or  a  deduction  ? 

Mr.  Engel.  Well,  I  am  not  sure  I  quite  understand  your  question, 
but  if  you  are  meaning  should  this  so-called  franchise  tax,  be  permitted 
as  a  credit  against  Virginia — I  happen  to  live  in  Virginia — I  think 
it  should  be.  But  I  don't  think  that  Virginia  is  going  to  accept  it  as  an 
income  tax. 

Mr.  Whalen.  I  am  not  talking  about  the  political  realities  but  really 
I  am  talking  about  in  terms  of  accounting  or  economic  principles. 
This  is  justified  as  a  tax  on  the  privilege  of  doing  business.  Therefore 
it  is  a  cost  of  doing  business. 

As  I  say,  in  terms  of  tax  principles  or  perhaps  economic  principles, 
should  that  cost  be  treated  as  a  credit  or  as  a  deduction  ? 

How  is  it  treated,  for  example,  by  the  Federal  Government  in  re- 
:  porting  one's  income  tax  ? 

Mr.  Engel.  The  Federal  Government,  whether  it  is  a  franchise  tax 
or  whether  it  is  an  income  tax,  it  would  be  deductible. 

Mr.  Whalen.  And  the  same  thing  is  true  in  the  case  of  Virginia  and 
Maryland.  Does  the  State  of  Virginia  or  communities  in  Virginia,  does 
the  State  itself  impose  any  kind  of  franchise  tax  ? 

On  its  own  residents,  that  is  ? 

Mr.  Engel.  Not  as  such.  Arlin^on  County  has  a  1 -percent  gross 
receipts  tax  which  is  in  ejffect  a  business  privilege  tax.  Fairfax  County 
has  a  0.31  percent  gross  receipts  tax. 

Mr.  Whalen.  That  is  treated  in  terms  of  the  Virginia  income  tax 
as  a  deductible,  right? 

Mr.  Engel.  Yes. 

Mr.  Whalen.  Also  when  the  taxpayer  reports  his  income  as  taxable 
income  to  the  Federal  Government,  he  would  also  be  allowed  to  take 
that  as  a  deduction  but  not  treated  as  a  credit  ? 

Mr.  Engel.  Right. 

Mr.  Whalen.  Now  let's  talk  about  if  not  the  legal  effect  at  least 
the — ^what  I  would  term — ^the  economic  effect  of  the  franchise  tax  in 
the  District  of  Columbia  as  it  relates  to  D.C.  residents. 

I  have  come  to  this  conclusion  and  I  wondered  if  you  would  agree 
or  disagree  with  me,  that  in  its  impact,  it  is  part  of  an  income  tax 
package,  a  two-part  package,  the  first  part  being  the  franchise  tax 
and  second,  because  that  franchise  tax  is  permitted  to  be  used  as  a 
credit,  thus  reducing  the  D.C.  taxpayer's  taxable  income,  it  is  part  of 
an  overall  income  tax  package.  It  would  seem  as  a  result  of  this  that 
the  income  tax  itself  in  the  District  of  Columbia  yields  less  because  of 
this  credit  and  therefore  in  order  to  increase  or  to  bring  about  the 
desired  level  of  revenue,  there  has  to  be  a  higher  tax  than  otherwise 
would  be  on  the  so-called  franchise  tax  ? 
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TAX   IS  INCOME  TAX 


Mr.  Engel.  I  would  have  to  agree.  I  think  the  best  example  is,  take 
a  sole-operation  CPA  that  has  no  employees.  All  the  income  he  gets  is 
from  his  own  services.  Now,  say  he  lived  in  Virginia  and  practiced  in 
the  District.  That  entire  income  of  his  less  the — the  way  this  bill  is 
before  you — less  the  55  percent  allowance  for  salary,  he  would  be  taxed 
on  the  balance. 

There  is  no  way  to  argue  that  45  percent  that  is  being  taxed  is  not 
personal  income.  That  is  the  example  where  I  think  somebody  in  that 
position  is  going  to  go  to  court  and  argue  that  this  proposed  bill  is 
illegal  under  the  home  rule  law. 

It  is  going  to  be  awfully  hard  to  beat  because  in  that  situation,  there 
is  no  question  that  all  of  that  income  is  personal  income. 

Mr.  Whalen.  The  point  I  am  straining  to  make  is  the  court  might 
hold  in  looking  at  that  tax  solely  that  using  personal  income  as  a  base 
for  determining  the  amount  of  franchise  tax  may  be  legal,  may  be 
perfectly  acceptable.  The  point  I  am  making  is  that  as  you  apply  that 
to  the  District  of  Columbia  residents  and  it  takes  it  a  step  further  and 
in  using  that  as  a  credit  or  in  effect  excluding  the  55  percent  from  the 
personal  income  tax,  it  seems  to  me  it  is  a  part  of  an  overall  income  tax 
package. 

If  this  does  go  to  court,  I  would  certainly  hope  the  court  would  look 
at  both  taxes  in  combination,  not  just  one  solely. 

Mr.  Mazzoli.  The  time  of  the  gentleman  from  Ohio  has  expired. 

The  gentleman  from  Virginia,  Mr.  Daniel,  do  you  have  any 
questions  ? 

Mr.  Robert  W.  Daniel,  Jr.  I  have  no  questions. 

Mr.  Mazzoli.  The  gentleman  from  Virginia,  Mr.  Harris,  would  you 
have  any  questions  ? 

The  panelists  are  representing  the  medical  society  and  the  dental 
society  and  the  C.P.A.'s. 

Mr.  Harris.  Thank  you  very  much,  Mr.  Chairman.  I  have  already 
read  the  testimony  and  appreciate  their  coming  before  the  subcommit- 
tee as  I  appreciate  the  subcommittee  allowing  me  to  sit  with  them.  I 
have  no  questions. 

Mr.  Mazzoli.  Thank  you  very  much.  Gentlemen,  thank  you  for  your 
patience.  That  concludes  the  portion  of  the  hearings  today. 

We  will  include  in  the  record  other  statements  submitted  for  these 
hearings. 

[The  documents  referred  to  follow :] 

Statement  by  Frank  M.  Graves  on  the  Proposal  To  Extend  the  Unincorpo- 
rated Business  Tax  of  the  District  or  Columbia  to  Cubrentlt  Exempt 
Professional  Occupations 

IN^TBODUOnOIT 

Mr.  Chairman:  My  name  is  Frank  M.  Graves.  Since  1968  I  have  held  the 
I)osition  of  Senior  Institute  Associate  with  the  Institute  of  Public  Administra- 
tion. The  Institute  is  the  oldest  entity  in  the  United  States  devoted  to  public 
policy  analysis,  having  been  founded  in  New  York  in  1906.  It  is  chartered  by  the 
Board  of  Regents  of  the  State  of  New  York  as  a  private  nonprofit  educational 
and  research  institution.  My  remarks  today,  however,  are  made  in  my  cwn 
name  and  do  not  necessarily  reflect  the  opinion  or  beliefs  of  the  Institute  of 
Public  Administration. 
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One  purpose  of  this  statement  is  to  provide  some  general  background  on  the 
subject  of  unincorporated  business  taxes,  with  special  reference  to  the  New 
York  State  law,  which  served  as  the  model  for  the  District  of  Columbia  enact- 
ment of  1947.  The  statement  also  presents  some  comments  about  the  proposed 
extension  of  the  District  of  Columbia  unincorporated  business  tax  to  the  cur- 
rently exempt  professions,  and  discussed  briefly  the  fiscal  flows  of  the  metro- 
politan Washington  area. 

UNINCORPORATED  BUSINESS  TAXES 

Connecticut. — The  first  unincorporated  business  tax  to  be  adopted  in  the 
United  States,  to  the  best  of  my  knowledge,  was  that  of  Connecticut,  which 
adopted  a  gross  receipts  tax  on  unincorporated  business  in  1921.  The  tax  was 
repealed  in  1968.  The  licensed  professions  were  always  exempt;  at  its  close, 
the  tax  applied  at  a  rate  of  $1.35  per  $1,000  gross  up  to  $60,000,  and  $2.60  above 
except  for  wholesale  mercantile  $0.35  and  $0.65.  Revenues  collected  were 
minimal. 

New  York  State. — ^The  second  jurisdiction  to  adopt  UBT  was  the  State  of 
New  York,  which  did  so  in  1935.  In  1961  the  law  was  repealed  but  was  im- 
mediately re-passed  in  virtually  identical  form. 

As  currently  interpreted,  the  New  York  law  exempts  the  licensed  professions 
plus  those  granted  recognition  by  the  courts,  has  a  $5,000  exemption,  and  a  tax 
rate  of  5.25  per  cent.  The  UBT  is  collected  in  addition  to  the  personal  income 
tax.  Examine  the  attached  Form  208  which  has  a  specific  line  for  UBT.  Note 
that  the  tax  is  added  to  the  basic  tax  or  taxes.  (Form  202  and  instructions  are 
also  attached.) 

1975  New  York  State  Revenue  Proposal. — Earlier  this  year,  the  Governor  of 
New  York  proposed  to  extend  the  UBT  to  include  self-employed  professionals. 
(See  attached  New  York  Times  articles  for  January  31  and  February  12,  1975.) 
The  rate  would  have  been  5.5  per  cent,  and  some  100,000  persons  would  ha^-e 
paid  an  estimated  ^0  million  dollars.  The  proposal  was  not  adopted.  Several 
years  ago,  the  State  Department  of  Taxation  and  Finance  stated  that  while 
annual  UBT  revenues  were  running  at  about  70  million  dollars,  the  additional 
that  could  have  been  collected  from  the  exempt  professions  was  75  million 
dollars.  The  proposed  extension  was  thus  an  attempt  to  collect  about  two-thirds 
of  the  exempt  amoimt. 

District  of  ColumMa. — In  1947  the  District  of  Columbia  adopted  UBT,  model- 
ing its  law  on  that  of  New  York.  The  District  law,  however,  exempts  all  the 
labor-intensive  occupations  in  which  capital  is  not  a  material  income-producing 
factor.  There  is  a  $5,000  exemption  plus  a  salary  exemption  not  to  exceed  20 
per  cent,  and  a  rate  of  8  per  cent  Unlike  New  York  practice,  the  District  UBT 
is  (leductiMe  from  the  individual  income  tax  return. 

1975  District  of  Columhia  Revenue  Proposal. — It  is  currently  proposed  to  ex- 
tend the  District  UBT  to  the  labor-intensive  professional  and  personal  service 
occupations.  There  would  be  a  55  per  cent  deduction  from  net  income  as  salary, 
a  $5,000  exemption,  and  (first  year  only)  a  12  per  cent  tax  rate  on  the  remaining 
net  unincori)orated  business  income.  The  effective  rate  would  be  5.4  per  cent  on 
total  net  income. 

New  Jersey. — In  1965,  New  Jersey  adopted  the  gross  receipts  tax,  which  cur- 
rently is  at  1/4  of  one  per  cent  and  which  does  apply  to  the  professions,  both 
licensed  and  unlicensed.  (There  is  a  temporary  Vs  of  one  per  cent  surtax  that  is 
intended  to  adjust  fiscal  year  and  calendar  year  reporting. ) 

New  York  City. — In  1971,  the  New  York  State  legislature  approved  an  unin- 
cori)orated  business  tax  for  the  City  of  New  York.  That  law  does  not  exempt 
the  licensed  or  unlicensed  professions,  but  does  have  a  $5,000  exemption  per 
partner  and  a  4  per  cent  tax  rate.  Professional  corporations  pay  9  per  cent  state 
and  10.05  per  cent  city  tax. 

NEW   YORK    STATE  LAW 

In  New  York  State,  the  unincorporated  business  tax  was  first  formally  pro- 
posed in  1928,  at  which  time  it  was  urged  mainly  as  a  replacement  for  the  per- 
sonal property  tax.  This  tax  had  been  found  to  be  administratively  clumsy  and 
was  often  inequitable  in  its  application.  Tl)e  1923  report  also  pointed  out  that 
UBT  would  equalize  the  tax  burden  oV  unincorporated  and  incorporated  busi- 
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nesses  because  the  former  were  legally  free  to  incorporate  and  the  latter  paid 
the  state  franchise  or  income  tax.  Third,  the  1923  report  stated  that  the  profes- 
sions should  logically  be  exempt,  because  they  could  not  then  be  legally  Incorpo- 
rated. In  most  jurisdictions  today,  of  course,  professionals  are  allowed  to 
incorporate. 

The  legislature  took  no  action  on  the  1923  proposal,  but  the  idea  of  an  unin- 
corporated business  tax  was  again  proposed  in  1934,  during  which  year  the 
State  of  New  York  ran  a  much-publicized  deficit  The  following  year  the  deficit 
was  corrected,  but  the  momentum  for  change  did  result  in  repeal  of  the  personal 
property  tax  and  adoption  of  the  unincorporated  business  tax. 

Litigation  in  New  York. — Litigation  began  almost  immediately,  challenging 
the  meaning  of  the  word  "professional".  The  law  did  not  restrict  its  scope  to 
the  licensed  professions,  but  the  Department  of  Taxation  and  Finance  did  so,, 
for  its  own  convenience.  The  restriction  was  not  formally  promulgated  until  just 
about  two  years  ago,  however.  Meantime  several  occupations,  notably  those  of 
industrial  designer  and  landscape  architect,  have  been  given  recognition  by  the 
courts  as  exempt.  The  licensed  professions,  of  course,  include  lawyers  (who  are 
regulated  by  the  State  Judiciary  Act)  and  physicians,  dentists,  nurses,  physical 
therapists,  architects,  professional  engineers,  accountants,  veterinarians,  short- 
hand reporters,  pharmacists,  chiropractors,  optometrists,  etc.  (who  are  regulated 
by  the  State  Education  Act ;  see  attached  New  York  Times  article  of  April  30, 
1975). 

According  to  the  Chairman  of  the  State  Tax  Commission,  litigation  concerning 
the  New  York  UBT  has  been  more  extensive  than  for  any  other  provision  of  the 
revenue  code.  There  is  currently  a  dispute  about  the  UBT  exemption  of  the  major 
accounting  firms,  which  are  exempt  as  such,  but  which  also  practice  in  the  fields 
of  management  consulting,  computer  applications,  and  so  forth,  which  being  in- 
corporable  entities  and/or  unlicensed  professions  are  subject  to  tax. 

In  regard  to  this,  it  has  been  said  that  the  "pharmacy  precedent"  may  be  in- 
voked. That  is,  pharmacists,  who  are  licensed  and  exempt  from  UBT,  keep  books 
of  account  that  are  separate  from  the  commercial,  taxable  drugstore  operations. 

ECONOMIC    SOUBCES    OP   PROFESSIONAL   INCOME 

Capital  Leverage. — Just  as  with  the  public  accounting  firms,  the  fiow  of 
income  to  physicians  and  architects  has  been  increasingly  diflacult  to  categorize 
as  exclusively  "professional",  i.e.,  attributable  exclusively  to  personal  services 
rendered  directly  by  the  exempt  professional  himself.  A  physician  may  operate 
a  diagnostic  clinic,  for  example,  with  very  large  investments  in  laboratory 
apparatus,  buildings  and  with  many  technician  employees.  In  the  District, 
exactly  such  an  operation  has  been  held  to  be  "professional"  and  hence  exempt 
from  UBT,  even  though  it  is  perfectly  clear  that  there  is  present  the  enormous 
leverage  of  large  capital.  This  situation  has  been  remedied,  however,  by  extend- 
inpr  the  corporation  tax  to  include  these  professional  corporations.  Their  rate 
has  been  8  per  cent  but  the  1975  Revenue  Act  proposes  to  increase  this  to  12 
per  cent. 

Architects  and  Lavyyers. — Just  as  physicians  are  able  to  lever  their  income  by 
operating  a  successful  clinic,  architects  and  lawyers  leverage  theirs  by  charging 
fees  that  are  related  to  large  underlying  transactions  in  many  well-known 
instances.  Architects  charge  a  percentage  of  the  cost  of  a  building,  and  lawyers 
charge  a  percentage  of  an  award,  settlement  or  estate. 

Fees  calculated  in  this  way  way  bear  a  reasonable  relationship  to  the  actual 
time  spent  and  risk  taken  by  partners,  but  often  not.  Such  fees  provide  a  large 
component  of  economic  rent,  out  of  proportion  to  the  time  spent  or  risk  a  partner 
has  invested.  In  Rochester,  New  York,  for  example,  an  estate  lawyer  was  paid 
at  a  rate  of  $5(X)  per  hour  for  work  he  admitted  was  entirely  routine.  His  fee  was 
seemingly  based  on  the  schedule  then  published  by  the  Monroe  County  Bar. 
The  Supreme  Court  has  ruled  out  such  schedules  at  least  as  to  interstate 
transactions,  as  being  in  violation  of  antitrust  provisions.  Contingency  fees, 
however,  certainly  continue  to  be  calculated  on  a  percentage  basis  and  reflect 
not  only  time  and  risk  but  also  the  capital  leverage  of  the  underlying  trans- 
action— the  award  or  settlement.  In  these  activities,  capital  is  very  much  a 
material  income-producing  factor. 

Wide  Income  Variabilitp. — The  presence  of  capital  as  a  material  income- 
producing  factor  as  described  here  assures  that  some  professionals  will  have 
incomes  much  larger  than  others,  just  as  is  true  in  other  types  of  business. 
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The  12  per  cent  flat  rate  UBT  that  is  proposed  for  professionals,  however, 
will  tend  to  increase  the  costs  of  small  private  practitioners  of  accounting,  law 
and  so  on,  more  than  it  will  the  costs  of  large  firms.  The  small  entities  are  the 
ones  that  typically  serve  small  businessmen,  individuals  and  families.  I  recom- 
mend that  to  avoid  this  regressiveness,  a  graduate  UBT  be  analyzed  and,  if 
feasible,  be  substituted  for  the  proposed  flat  rate,  especially  as  regards  the  pre- 
viously exempt  professionals. 

Ded4iotilHUty. — ^The  three  states  adjoining  New  York  State  which  have  income 
taxes — Vermont,  Massachusetts  and  Pennsylvania — do  not  allow  their  residents 
to  deduct  UBT  payments  to  New  York  State  from  their  home  income  tax  returns. 
Maryland  and  Virginia  follow  this  example  with  respect  to  the  District's 
present  UBT. 

On  the  other  hand,  the  Federal  Government  of  Canada,  and  the  Provinces  of 
Quebec  and  Ontario  all  do  allow  their  residents  to  deduct  the  New  York  State 
UBT  in  calculating  their  federal  and  provincial  income  taxes.  There  is  little  or 
no  assurance  that  Maryland  or  Virginia  will  adopt  this  precedent,  however. 

Hence  there  is  some  merit  in  the  argument  that  the  UBT  will  fall  much  more 
heavily  on  nonDistrict  partners  than  it  will  on  District  partners,  because  the 
latter  will  be  allowed  to  deduct  it  on  their  District  individual  income  tax  re- 
turns. I  recommend  that  the  effects  of  canceling  this  within-District  deductibility 
of  UBT  be  analyzed  and,  if  feasible,  be  made  a  part  of  the  revenue  proposals. 

Unincorporated  Occupations  Tax. — I  recommend  also  that  the  unincorporated 
business  tax  be  renamed  the  unincorporated  occupations  tax,  as  a  clarifying  label 
for  the  confused  mix  of  personal  and  business  income  to  which  UBT  is  addressed. 

AMOUNT    DEDUCTIBLE    FOB    SALARIES 

The  amount  that  should  be  deducted  for  salaries  in  professional  firms  can 
be  figured  in  various  ways,  but  I  would  prefer  a  $30,000  deduction  for  each  full- 
time  partner  or  key  oflicer  who  demonstrably  undertook  heavy  responsibility. 
Therefore  I  recommend  that  this  approach  be  analyzed  and,  if  feasible,  be  sub- 
stituted for  the  currently  proposed  55  percent  salary  deduction. 

The  previously-effective  20  percent  salary  deduction  may  or  may  not  have 
reflected  the  economic  verities,  and  this  is  then  an  opportunity  to  make  a  clear 
statistical  determination. 

METROPOLITAN    AREA    FISCAL    FLOWS 

Cost- Accounting  Analysis, — In  1968-1969  I  did  a  detailed  study  of  the  fiscal 
flows  of  a  major  U.S.  metropolitan  area,  namely,  the  City  of  Atlanta  and  Fulton 
County,  Georgia.  The  study  was  published  in  the  National  Tax  Journal  in 
December  1970.^  I  found  that  for  the  four-year  period  1960-1963,  the  residents 
of  the  City  of  Atlanta  subsidized  the  nonAtlanta  area  of  Fulton  County  to  the 
extent  of  about  33  dollars  per  capita  per  annum.  For  the  succeeding  period, 
1964-1967,  the  subsidy  dropped  to  a  little  more  than  29  dollars  per  capita. 

In  1974,  tlie  Urban  Institute  published  a  similar  study  of  the  Metropolitan 
Washington  region.^  The  Urban  Institute  found  that  on  a  cost  accounting  basis 
like  the  one  I  used,  Maryland  residents  during  fiscal  year  1970  paid  some  24 
million  dollars  more  into  the  District  of  Columbia  than  they  received  in  benefits, 
and  residents  of  Virginia  paid  some  18  million  dollars  more,  for  a  total  of  42 
million  dollars  of  suburban  subsidy  to  the  central  area.  The  direction  of  the  fiscal 
flow  in  the  Washington  area  was  from  the  outside  in,  just  the  reverse  of  what 
I  had  found  in  the  Atlanta  area. 

The  method  used  in  both  studies  was  to  figure  the  cost  of  services  received 
before  offsets  of  taxes  paid  locally  which  are  deductible  on  the  federal  income 
tax  return. 

''Willingness-TO'Pay'*  Analysis. — The  Urban  Institute  made  a  second  analysis, 
however,  based  on  the  idea  of  "willingness  to  pay".  They  tried  to  devise  a  distribu- 
tion of  costs  and  benefits  that  was  proportional  to  the  ability  to  pay.  For  example, 
they  considered  that  payments  to  welfare  recipients  by  the  District  of  Columbia 
constituted  a  benefit  to  residents  of  Maryland  and  Virginia,  because  these  pay- 
ments were  significant  in  keeping  the  recipients  from  moving  to  Maryland  or 


1  Frank  M.  Graves,  "Fiscal  Disparities  Between  the  Atlanta  and  NonAtlanta  Areas  of 
Fulton  County,  Georgia,"  National  Taw  Journal  23,  no.  4  (December  1970),  449-455.  A 
reprint  is  attached. 

2  Kenneth  V.  Greene,  Wmiam  B.  Neenan  and  Claudia  D.  Scott,  Fiscal  Interactions  in  a 
Metropolitan  Area.  Washington,  D.C. :  The  Urban  Institute,  1974. 
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YiTginia  to  receive  welfare  payments  there.  The  benefits  are  felt  to  be  real  but 
indirect,  in  this  type  of  analysis. 

Revising  benefits  and  costs  in  this  way,  more  in  proportion  to  income,  the 
Urban  Institute  study  concluded  that  the  flow  of  funds  was  in  the  opposite 
direction — that  it  was  from  the  District  outwards.  On  this  basis,  Maryland 
residents  in  Montgomery  and  Prince  Georges  Counties  received  some  55  million 
dollars'  worth  more  of  services  from  the  District  than  they  paid  for,  and  Vir- 
ginians in  Arlington  (3ounty,  Alexandria,  and  P^airfax  County  and  cities  received 
35  million  more,  for  a  total  outward  flow  of  90  million  dollars. 

I  recommend  that  the  Urban  Institute  study  of  the  Washington  metropolitan 
area  fiscal  flows  be  updated  using  both  the  cost-accounting  and  the  "willingness 
to  pay"  analytical  techniques  and  assumptions,  and  that  the  findings  be  used 
ais  a  guide  in  setting  District  tax  policy. 

SUMMARY   OF  RECOMMENDATIONS 

Study  the  effects  and  feasibility  of  a  graduated  unincorporated  business  tax, 
especially  as  regards  the  previously  exempt  professionals  ; 

Study  the  effects  and  feasibility  of  cancelling  the  wi thin-District  deductibility 
of  UBT  as  currently  practised  ; 

Re-name  the  UBT  the  Unincorporated  Occupations  Tax ;  as  a  clarifying  label ; 

Study  the  effects  and  feasibility  of  a  $80,000  deduction  for  each  full-time 
partner  or  key  oflScer,  as  a  substitute  for  the  55  per  cent  proposed  exemption; 

Update  the  cost-accounting  and  "willingness-to-pay"  analyses  of  the  fiscal  flows 
of  the  Washington  metropolitan  area  published  by  The  Urban  Institute,  and 
use  the  findings  as  a  guide  in  setting  District  tax  policy. 


[From  the  New  York  Times,  Jan.  31,  1975] 
Carey  Asking  New  Taxes  and  Cutbacks 

"I  have  seen  nothing  in  the  budget  message  to  document  the  need  for  new 
taxes,"  said  Senator  John  J.  Marchi  of  Staten  Island,  chairman  of  the  Senate 
Finance  Committee. 

While  such  comments  obviously  set  the  stage  for  partisan  wrangling,  there 
were  those  here  who  saw  in  the  broad  scope  of  the  Governor's  tax  proposals — 
for  example,  27  new  activities  subject  the  sales  tax,  many  of  them  guarded  by 
vigorous  lobbies — ample  room  for  compromises  and  trade-offs. 

The  entire  array  of  sales-tax  proposals  would  raise  only  $40-million,  so  the 
Oovemor  could  cede  some  of  them  as  the  price  for  gaining  support  for  the  gasoline 
tax  and  major  new  income  taxes. 

mandated  increases 

Mr.  Carey's  spending  proposal  is  $898-million  higher  than  the  $9.79-billion  he 
«aid  the  state  would  spend  by  the  end  of  the  present  fiscal  year.  Virtually  all  the 
new  expenditures  are  mandated  of  existing  state  aid  formulas,  salary  increases 
in  the  second  year  of  several  state  employee  contracts  and  the  inflated  cost  of 
supplies. 

For  example,  Mr.  Carey  said,  welfare  and  Medicaid  costs  are  up  by  $240-million, 
and  $287-million  is  required  to  pay  for  the  local  school-aid  package  adopted  by 
the  1974  Legislature. 

The  only  area  of  "program  enrichment"  is  mental  hygiene,  where  the  Governor 
proposed  raising  the  department's  $551-million  budget  by  $64-million  to  cover 
both  higher  costs  and  2,196  new  jobs. 

Most  other  departments  face  the  prospect  of  fewer  jobs  in  the  year  ahead. 
Mr.  Carey  said  the  consolidation  and  elimination  of  20  agencies  and  commissions, 
as  well  as  budget  reductions  in  other  departments,  would  lead  to  the  elimination 
of  1,977  jobs,  of  which  1,084  are  now  filled.  In  addition,  about  7,200  of  the  current 
105,000  state  jobs  will  be  eliminated  during  the  present  year  through  attrition. 

Other  cuts  are  scattered  throughout  the  vast  state  bureaucracy.  Mr.  Carey 
asked  the  Legislature  to  cut  from  75  cents  to  55  cents  per  capita  the  formula 
enacted  last  year  for  aid  to  arts  organizations  on  a  countywide  basis. 

The  over-all  budget  request  for  the  State  Council  on  the  Arts  is  increased 
by  .$260,000,  with  the  money  made  available  by  the  change  in  the  formula  to 
be  given  to  arts  organizations  to  compensate  for  the  effects  of  inflation.  Some 
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rural  counties  with  few  arts  groups  had  not  been  able  to  fully  use  their  appro- 
priation under  the  original  formula. 

The  Governor  also  recommends  eliminating  18  of  the  68  special  court  parts 
that  were  authorized  to  prosecute  an  expected  heavy  caseload  under  the 
stringent  drug  laws  enacted  in  1973.  Seven  of  the  18  are  in  New  York  City.  Mr. 
Carey  said  that  the  case  load  did  not  justify  their  continued  financing. 

The  $100-million  in  state  aid  to  local  mass  transit,  appropriated  by  the  Legis- 
lature last  year,  is  not  in  the  new  budget.  But  the  Governor's  spokesmen  said 
today  that  he  was  committed  to  spend  the  money  and  would  send  a  separate 
bill  to  the  Legislature  to  cover  it. 

There  is  no  provision  in  the  budget  for  raises  for  192,000  members  of  the 
Civil  Services  Employees  Association,  who  have  a  wage-reopener  clause  in  the 
third  year  of  their  current  contract,  beginning  April  1. 

The  Governor's  budget  aides  said  that  he  stood  by  the  State  of  the  State 
message,  on  which  he  warned  local  governments  to  make  voluntary  cuts  this 
year  in  programs  that  depend  on  state  aid,  because  aid  levels  might  be  lowered 
next  year  when  the  new  administration  completes  its  review  of  existing  formulas. 

LESS  SCHOOL  AID 

In  fact,  school  aid  will  decrease  by  about  $40-million  for  the  school  year  begin- 
ning in  September,  when  Mr.  Carey  will  allow  some  one-year  provisions  of  the 
present  formula  to  lapse. 

Mr.  Carey  said  he  expected  the  new  gasoline  tax,  if  enacted,  to  produce 
$410-million  for  the  fiscal  year,  with  $150  million  to  be  returned  to  local  gov- 
ernments beginning  in  July. 

The  projection  is  based  on  an  estimated  32  percent  decline  in  gasoline  use 
because  of  the  higher  price.  If  people  continue  to  drive  as  they  have  before, 
this  tax  could  be  considerably  more  lucrative:  a  straight  projection,  with  no 
falloflf,  from  revenues  from  the  current  8-cent-a-gallon  tax  would  yield  $600- 
million. 

The  other  proposed  new  taxes  in  the  Governor's  budget  package  are  the 
following : 

An  increase  in  the  basic  corporation  tax  from  9  to  10  per  cent,  to  yield  $135- 
million. 

An  increase  in  the  franchise  tax  on  banks  from  8  to  9  per  cent,  to  yield  $10- 
million. 

An  extension  of  the  unincorporated  business  tax  to  licensed  professionals, 
such  as  doctors  and  lawyers,  to  yield  $50-million. 

The  addition  of  two  new  tax  brackets  to  the  state  income  tax,  16  per  cent 
on  taxable  income  of  more  than  $27,000  and  17  per  cent  on  more  than  $29,000. 
This  plus  a  change  in  the  allowable  allocation  on  deductions  by  married  couples 
would  yield  $80-million.  In  addition,  the  reinstatement  of  the  2.5  per  cent  income 
tax  surcharge  for  all  taxpayers,  in  effect  since  Jan.  1,  would  yield  about  $8i> 
million. 

jNew  ^ales  and  tiquor  tax  proposals,  to  yield  $68-million, 

Increases  in  the  cost  of  motor-vehicle  registration  and  licenses,  to  yield  $53- 
million.  ^     ^  ^    ^        .     _ 

According  to  Mr.  Carey's  aides,  the  Governor  selected  thfe  taxes  to  be  raised 
to  give  taxpayers  the  most  deductions  possible  on  theii*  iPederal  tax  returns. 
Out  of  every  dollar  paid  to  the  state  in  these  new  taies,  31  cents  is  to  be 
returned  to  taxpayers  by  the  Federal  Government,  according  to  Mr.  Carey. 

SALES    TAX    WOULD    COVER    SERVICEJS    AND    ENTERTAINMENTS 

The  tax  is  now  15  per  cent  on  on  net  taxable  income  over  $25,000. 

In  addition,  the  Governor  is  seeking  to  reimpose  the  2.5  per  cent  income-tax 
surcharge,  which  was  enacted  in  1971,  collected  only  on  1972  income  taxes  and 
suspended  on  1973  and  1974  income  taxes.  The  Senate  majority  leader,  Warren 
M.  Anderson,  Republican  of  Binghamton,  has  introduced  a  bill  to  suspend  it  on 
1975  income,  but  the  Governor  has  included  revenues  from  the  surcharge  in  his 
estimates  of  income  for  the  coming  fiscal  year. 

The  Governor's  aides  were  quick  to  point  out  that  taxpayers  who  itemize 
their  deductions  would  be  able  to  deduct  some  the  new  states  taxes  from  their 
Federal  income  tax.  Of  the  $806-million  l3ein.2:  sought  in  new  taxes,  it  was  esti- 
mated that  about  $242.5-million  could  be  absorbed  by  Federal  deductibility. 
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while  state  taxpayers  would  have  their  actual  tax  burden  increased  by  $563.^ 
million. 

LIQUOR-TAX  RISES 

Motorists  in  particular  would  bear  the  brunt  of  many  of  the  proposed  tax  in- 
creases. The  gasoline  tax  would  add  10  cents  to  the  8  cents  that  the  state  already 
collects  on  each  gallon;  the  increase  is  expected  to  raise  about  $410-milllon  of 
the  amount  the  Governor  is  seeking  in  new  taxes. 

In  addition,  automobile  owners  may  find  automobile  registration  fees  doubling 
and  tripling  in  some  cases,  while  the  cost  of  drivers  licenses  may  also  double. 

The  Governor  is  also  asking  for  a  75-cent-a-gallon  increase  in  the  alcoholic- 
beverage  tax  on  liquors  containing  more  than  24  per  cent  alcohol,  bringing  the 
state's  take  to  $4  a  gallon. 

The  increase  being  asked  for  on  brandies  and  liqueurs  is  20  cents  a  gallon,  on 
naturally  sparkling  wines,  11.6  cents  a  gallon  and  still  wines  2  cents  a  gallon. 
There  would  be  no  increase  in  the  tax  on  beer,  which  will  remain  just  under 
4.5  cents  a  gallon. 

While  the  Governor's  budget  staff  could  not  give  a  complete  assessment  of  the 
full  impact  on  the  average  taxpayer  of  the  taxes  being  sought,  they  were  able 
to  compute  some  figures  of  what  increases  could  be  expected. 

For  the  average  motorist,  who  drives  about  10,000  miles  a  year  and  who  gets 
about  15  miles  per  gallon  of  gasoline,  the  10  cent  gasoline  tax  would  add  $67  to 
his  annual  tax  bill  of  $53,60  based  on  the  current  tax  of  8  cents  a  gallon. 

If  he  buys  a  new  car  costing  $5,000  and  weighing  3,500  pounds,  the  new  way  of 
computing  his  registration  fee — 1.5  per  cent  multiplied  by  90  per  cent  of  the 
manufacturers  list  price — would  almost  triple  his  fee,  bringing  it  to  $67.50  from 
the  present  $26.25  a  year.  Registration  fees  are  now  based  on  a  figure  of  75  cents 
for  each  hundred  pounds  for  the  first  3,500  and  $1.12  for  each  100  pounds  over 
that  figure. 

On  older  cars,  the  registration  fees  would  be  based  on  the  book  value  of  the 
vehicle,  and  in  some  cases  owners  of  10-year-old  heavy  cars  would  find  their 
registration  fees  actually  registration  fee  be  lower  than  reduced.  In  no  case 
would  the  $18.    . 

The  Governor  is  also  asking  for  a  doubling  of  fees  for  a  four-year  drivers 
license  from  the  present  $4  to  $8  and  for  chauffeurs'  licenses  from  $8  to  $16. 
The  cost  of  learners'  permits  would  more  than  double  from  the  present  $2  to  a 
new  level  of  $5. 

On  the  other  hand,  a  family  of  four  with  less  than  $27,000  in  net  taxable  in- 
come would  not  have  any  increase  in  their  personal-income  tax. 

That  same  family,  if  it  has  a  gross  income  of  $35,000  who  now  pays  $2,468  in 
state  income  taxes,  would  pay  $3  more  in  the  new  rates  go  into  effect.  If  it  had 
$50,000  in  gross  income,  its  total  state  income  tax  would  rise  from  $4,517  to 
$4,778,  according  to  estimates  supplied  by  the  Governor's  office. 

TAX  IS    DEDUCTIBLE 

Those  with  a  gross  income  of  $40,000  currently  pay  about  $3,025  in  state  in- 
come taxes,  and  their  tax  bill  would  rise  $65,  to  $3,085,  under  the  new  schedules. 
All  taxpayers  would  have  to  add  the  2.5  per  cent  surcharge  to  their  taxes  under 
the  Governor's  proposal. 

Doctors,  nurses,  lawyers,  dentists,  architects,  accoimtants  and  about  18  other 
categories  of  state-licensed  professionals  would  be  added  to  the  list  of  those 
paying  unincorporated-business  taxes. 

If  these  professionals  had  an  income  after  deductions  of  $75,000  a  year,  they 
would  be  taxed  about  $3,300  a  year  as  unincorporated  businesses. 

As  for  other  businessmen,  the  Governor  is  seeking  a  one-percentage-point 
increase  in  the  basic  tax  on  general  business  corporations,  bring  the  tax  to  10 
percent,  with  an  additional  two  percentage-point  increase  on  that  portion  of 
allotted  net  income  in  excess  of  $100,000.  The  franchise  tax  on  banks  would  also 
rise  one  percentage  point,  to  9  percent,  with  comparable  increases  for  those  finan- 
cial institutions  paying  on  a  basis  other  than  net  income. 

The  4-cents-on-a-dollar  state  sales  tax  would  be  extended  to  cover  the  price 
of  haircuts  and  other  services,  including  manicures,  pedicures,  electrolysis, 
massage  and  Turkish  baths.  Interior-decorating  fees,  as  well  as  fees  for  detective 
agencies  and  protective  services,  would  also  come  under  the  sales  tax. 

Entrance  fees  to  bowling  alleys,  swimming  pools,  golf  courses,  tennis  courts, 
skating  rinks  and  billard  parlors  would  also  be  taxed. 
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In  addition,  the  change  in  the  sales-tax  base  would  add  the  tax  to  admission 
fees  for  theaters,  opera  houses,  concert  halls  and  other  places  where  live  dra- 
matic, choreographic  or  musical  performances  are  held,  as  well  as  parking  lots 
and  garages. 

THEATER   GROUPS   DECRY   PLAN 

Representatives  of  the  movie  industry,  the  legitimate  theater,  the  nonprofit 
Carnegie  Hall  and  constituents  of  Lincoln  Center  for  the  Performing  Arts  ex- 
pressed strong  disapproval  of  Governor  Carey's  proposal  to  extend  the  sales 
tax  to  admission  prices.  Richard  Barr,  president  of  the  League  of  New.  York 
Theater,  said  it  would  seriously  affect  the  theater  industry,  especially  in  the  case 
of  Broadway  shows  doing  marginal  business.  '*We  are  going  to  fight  very  hard 
against  it,"  he  said. 

John  Mazzola,  managing  director  of  the  Lincoln  Center  for  the  Performing 
Arts,  asserted  that  the  nonprofit  performing  arts  had  been  hit  hard  by  inflation 
and  needed  support  rather  than  any  other  burden. 

Julius  Bloom,  executive  director  of  Carnegie  Hall  Corporation,  said  that  he 
was  aware  of  the  state's  need  for  revenues,  but  that  on  the  nonprofit  organiza- 
tions already  had  many  financial  problems. 


How  Windfalls  Eased  Balancing  Last  Budget 

Albany,  Jan.  30 — Even  though  state  revenues,  without  any  tax  increase,  are 
expected  to  grow  by  $501-million  in  the  coming  fiscal  year,  Governor  Carey 
maintains  that  the  actual  revenue  increase  would  only  be  $9fe-million. 

The  reason  is  that  the  1974-75  budget  was  balanced  by  the  use  of  $406-million 
in  nonrecurring  revenues. 

These  windfalls  were  a  $123-million  surplus  that  Governor  Wilson  carried  over 
from  the  1973-74  budget,  $133-million  in  Federal  reimbursement  money  that  had 
been  held  in  escrow  the  previous  year  awaiting  the  settlement  of  a  technical  dis- 
pute between  the  state  and  Washington  and  $150  million  that  was  held  out  as  a 
reserve  fund  to  pay  refunds  on  overwithheld  state  income  taxes. 


[From  the  New  York  Times,  Feb.  12,  1975] 

Plan  to  Tax  Professionals  Scored  in  Albany  Protest 

(By  Maurice  Carroll) 

Albany,  Feb.  11 — Governor  Carey's  plan  to  make  self-employed  professional 
people,  such  as  doctors,  lawyers,  architects,  auditors  and  accountants,  pay  a  5.5 
per  cent  unincorporated  business  tax  would  be  unfair,  a  group  representing  those 
professions  argued  here  today. 

"Why  should  a  professional  who  goes  to  work  for  a  corporation  and  does  the 
same  work  and  makes  the  same  amount  of  money  pay  less  in  taxes  than  those 
who  have  the  gumption  to  get  out  on  their  own?"  asked  Whitney  North  Seymour. 
Jr.,  representing  the  State  Bar  Association. 

The  Carey  plan,  an  extension  of  the  unincorT>orated  business  tax,  would  raise 
$50-million,  according  to  the  Governor's  proposed  budget 

budget  pressures  mount 

The  protest  by  the  professional  groups  was  .inst  one  aspect  of  the  budget  pres- 
sures that  seemed  to  converge  today  on  the  Capitol.  Uniformed  student  nurses 
swarmed  through  the  corridors  protesting  plans  to  close  their  schools  at  psychi- 
atric hospitals.  Letters  deploring  cuts  in  money  to  combat  alcoholism  and  to  sup- 
port volunteer  firemen  training  poured  into  the  Governor's  oflSce. 

The  Assembly  minority  leader,  Perry  B.  Duryea,  Montauk,  L.T.,  Republican, 
warned  that  if  the  key  to  Mr.  Carey's  budget — a  10-cent-a-gallon  added  gasoline 
tax — were  voted  on  today,  "it  would  be  difficult  to  ^et  three  votes  for  it." 

While  the  14  representatives  of  the  various  professional  organizations  nodded 
agreement,  Mr.  Seymour  said  that  simple  fairness  dictated  the  rejection  of  the 
Governor's  business  tax  plan. 

It  would,  he  said,  heap  an  extra  tax  on  professionals  who  already  pay  income 
taxes  and,  in  New  York  City,  pay  both  local  income  taxes  and  a  4  per  cent  unin- 
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corporated  business  tax.  The  4  per  cent  city  levy,  he  said  "slipped  by  in  1971  when 
nobody  was  looking." 

Represented  were  more  than  100,000  professionals — accountants,  architects, 
authors,  shorthand  reporters,  optometrists,  veterarians,  doctors,  pharmacists, 
professional  engineers,  nurses  and  lawyers. 

The  Authors  League  of  America,  represented  by  Mills  Ten  Eyck  Jr.,  issued  a 
statement  criticizing  "inequitable  and  discriminatory  treatment"  for  freelance 
writers. 

According  to  Mr.  Seymour,  the  professional  group's  organized  protest  would  in- 
volve only  one  day  of  persuasion,  not  an  intensive,  expensive  lobbying  effort : 

NURSES    STAGE    PROTEST 

The  student  nurses,  white  caps  perched  perkily  on  their  heads  and  their  capes 
billowing,  met  legislators  to  urge  restoration  of  money  to  maintain  nursing  schools 
at  12  psychiatric  hospitals. 

Carol  Adams,  a  19-year-old  student  at  Central  Islip  Psychiatric  Hospital,  began 
her  bus  ride  here  at  5  A.M.  "It's  worth  it,  believe  me,"  she  said  when  she  ar- 
rived, telling  how  the  closing  of  the  school  would  put  a  premature  end  to  her  ed- 
ucation. I  have  one  year  to  go,"  she  said  unhappily,  "and  there  are  waiting  lists 
at  all  the  other  schools." 

Mr.  Duryea  held  an  impromptu  news  conference  after  speaking  to  150  people 
at  the  state  legislative  forum  in  Chancellor's  Hall. 

He  echoed  the  charge  made  by  members  of  his  Ways  and  Means  Committee 
staff,  which  has  been  studying  the  Governor's  proposed  $10-billion  budget,  that 
revenues  were  underestimated  by  more  than  $300-million. 

"If  we're  right,"  he  said,  "$300-million  in  new  taxes  the  Governor  is  proposing 
could  be  swept  off  immediately." 

"The  gas  tax  is  an  unconscionable  burden,"  Mr.  Duryea  said.  "We're  going 
to  have  to  have  a  careful  reordering  of  priorities.  This  is  a  bad  year  in  which 
to  vote  taxes." 

The  Rev.  Peter  G.  Young,  state  legislation  chairman  of  the  State  Councils  on 
Alcoholism,  complained  in  a  letter  that  the  Carey  administration  was  planning 
to  forgo  opening  of  all  legislative  authorized  rehabilitation  units  just  as  the  law 
was  about  to  change  so  that  alcoholism  would  no  longer  be  treated  as  a  penal 
offense. 

According  to  Robert  Morgado,  a  Carey  aide,  the  Governor  has  proposed  to 
cut  back  from  a  budgetary  level  that  never  actually  had  been  reached.  "We're  not 
cutting  back  on  existing,  currently  operating  programs,"  he  said. 

Other  developments  included  the  following : 

REID    HEARINGS 

Ogden  R.  Reid,  nominated  to  be  State  Environmental  Commissioner,  told  the 
Senate  Conservation  Committee  that  one  of  his  goals  was  to  make  "one  of  the 
major  bills  of  this  administration  a  land-use  planning  bill." 

TRANSIT    FARES 

Senator  John  J.  Marchi,  the  Staten  Island  Republican  and  Finance  Committee 
chairman,  urged  in  a  letter  to  Governor  Carey  the  updating  of  his  1974  pro- 
posal for  stabilization  of  transit  fares  and  "a  permanent  solution  to  mass-transit 
problems." 
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compulation  ;.hic)ii.d  l>c  'MAjm,\u-it  Iho  r>ct  op.  t.iia.  i  1 1 . 
flcr1uCt.on  allwvin'o  on  (  orni  ItiV  ?  i'.  nn  .ir- ounl  cir 
•puKHJ  tn  ll^o  o.imc  m.mncr  .i'.  II '•  "-!  oi.oMlr.T  I'  .. 
OCtJoClion  wriiC"  woti'tj  U.'  o'ov.'.Ti'.-  lor  FfCl<-i,1l  inii.T 
lax  purposes  I  llT  uninroi,:c         ■  ■    


v.di.nl 


c  ano  t) 


"ly  I'y  '• 


iKcJi  ii'c  nei  c^ 


such  tors  2.  CCiloO  to  Kctt  York  5.!Tc  'or  p^lr;/^;c^ ')!  U'^S 
<!cdoC!  '•■n  IS  to  to  Cctcrm  r,.o  (,^  icltrjiro  to  inc  n  f-M- 
ticn  t>.l!.is  0'  rr.LirxyJ  u'.Od  \'<  t.i';  yoar  I'O  loc"!  \:.i',  '.vj- 
lained  Ihe  amount  aiir'^itid  lo  \  nv  Yor«  m  it;,  mi.-.i,  r 
IS  the  amounl  lo  be  lo'-ced  n  1  itie  4  cl  Sc'i'.'S...i  U-A. 
rcoardicss  oi  what*icr  the  ur,i!H.?i|ior.-!lCi1  Ih.'..oi-^s  v/  :s 
carried  ori  r)0l  i  mjidf  and  oolfrlc  N';vv  VorK  SmI'-  u..'.'i.j 
1973  (II.  dur.  1  1973.  bj^iiic  •.  wa5  r.irn.-d  on  frit,.  ,n- 
Bide  aryJ  ou::  Jc  Ucw  yoik  fiMie.  see  msirucioiu  ro- 
-f  ardir^  the  usa  ol  Schedule-  U  0  ) 

)«otw  York  r.'.odificatlons 

t  may  be  nc^-esrary  to  mskc  ceiain  additions  lo  or  r.ub- 
Vactions  Irom  ;;itf  amror.I  reported  on  lir'o  b  to  .?irivr  .it 
loia!  Income  ro.-n  bu:;incss  to  to  icpcrcri  or.  Uiv.-  'i  II 
envo!  l^?icV.-..mi;cr.i5np,-.ri-  .--If  ntlach  a  r.oiicd- 
ulc  shewing  \::s  nr!u:s  and  amount  of  each  item  and 
enter  l.^o  ic:.-'.l  jc&t.of.s  on  l—  (•  ;.'xi  tne  lulai  !,i/;:'.iC- 
ticns  on  Lma  8  1;  none  cl  these  licms  apply,  ti.mvlot  too 
amount  ol  Line  S  to  bne  9. 

tine  6 /Additions 

1  lnco«T>e  and  unincorporated  businr»ss  la«os  (rxcopi 
omncctpco'.ed  busir  ;ss  laves  pai-l  !-:>  Nr«  York  City) 
deducted  ■•.>  comfiulmg  Line  b.  Sclifdine  UA 

2  Interest  income  on  stale  and  local  bonds  connoctod 
with  it-.e  bos.nosr-  (other  than  on  bonds  ol  N;  w  York 
Stale  and  iis  pc'itic?.'  sut^o-v  ^lon;  i  to  the  extent  not 
properly  included  in  fcceia:  g'oss  ir.con.e 

3  Inlcrc'.t  or  dividend  .nccmc  on  bonds  or  securities. 
COnnjrlcd  \v;;h  the  tus.ncss.  Cl  .^P.y  'Jnilcd  S!j'j3 
authority,  commssion  o-  in;lrumcri!3!ily  vitMcrt  ti  o 
laas  Ot  the  Un.icd  Sratrs  ckcn-.i^t  irom  PcCoial  in- 
come tax  but  net  Iro.m  state  income  tancs 

-4  Any  .-.mour.t  d'rfuc'rd  in  rrmpjtmq  Line  5.  Sc'iedu'c 
U-A  lor  (a)  irtr.recl  on  rrc.i.py  t>or'0.\od  to  pu'Ci  .i..o 
or  carry  boidi  or  -.ocui ;  Oi  t"c  inco"iP  itcii  v\l. .  r-  is 
exeTpl  1'0:n  ine  N'.--.v  Vo'K  bl.i'e  i.p.nrn-iMr.iicil  Dusi- 
ness  income  t,-<»    (b|  oipci'.cs  wMirh  t.'nir  lo  :,>,rh 


enempi  income  or  to  ptc-i  ■ 
Ol  such  C'cmpl  if.coii.i.'   ( 
ptenvum  on  any  tO".-)  ii  ■ 
lutes  such  exenipl  .ncomc 

•fly  1 

ii,-:d 

•oi  the  1 
lioii  V.IV 

": 

ci;^: 

Any  amount  dodur 
UA.  lot  t:...»<cz   V 
lo  llTO  piop'iclor  ol 

it^ouniii 

:or-ir 

i.jtmq  Line  5. 

'•.  A.il',  or  i"t 
:ui;,\-a  bu:.-M, 

Sr 

iif^.i 

In  the  case  ol  m. 
naiuiai  Ocponts  ;■ 

ny  cJc-'Ju 

c'Cr 

ifoi 

pi^o"-: 

>>• 

1   01*1 

tJoi.i 

7     Any  amount  rtcduclcd  in 


mtitiuttiOiiS  loi  Lino  B 

<■<  ,inv  .-ytdit'on  rerimiod  \-ocMi 


LUieO  /  Cubtr.icllons 


.l.k.J  111  COIlliHllinj  Li 


r;»einpl  liom  rtvo  mrnmc  t.ues  und'^r  Urvited  Sl.il<<o 

l.i//<; 

ll.r-   (K.riion  ol   fj.iin  ii:rlii.1nl  m  C'»rio«(tinij  Linn  5, 


bhich  dues  not  c 


Cnrpor.i'-Cl  bi 
Ciiyi  to  the 
Schedule-  UA 


roriiputm']  Liiic  1>,  V.lu'Oulo  U-A 
III  lor  overpay r-.eni  ol  .my  income 
1  or  erori.l  lor  o<roi,i.i/i»tcm  ot  unin- 
.s  inromo  i.n  p.n'i  lo  Now  York 
I  included  m  eoniputmg  Line  5. 


7  Inteioi!  on  money  borro*cd  to  purchase  or  rm 
bonds  O'  -jociinlics.  mo  income  f'om  wtm,h  ir.  sut;.i 
lo  It-.e  Ncv  York  St.ito  iiiviirr.i|.o;.iii  d  husmcs 
coiiio  l.u  but  p«e 


aiy  nn. 


ry  Cipor 


irre-d  (1 


.mg 


y.i'S-i  ycdi  in  cjni.eeto 
pmceriy  IH-'J  lor  the  pfO'1uc;.-jii  rl  r-.-Ch  mcorno.  n.id 
0"i.e-t  .r.ii'on  ol  bonj  prumum  lot  the-  lui.it.ie  yc.ifcn 
any  lioi'.:  Ili9  interrsi  ii. m  Vvhi.-h  r,  ouDicci  lolho  l-iCM 
York  State  umnccrpoi.itcil  tiu,.i.i-.i  iiiccirir?  I,n  lijl 
C<eni|)l  l.iim  fcilOMl  inco.T.e  t  m  tn  th.j  i-»ljnl  Ih'j'.o 
Items  »\o(e  not  deducted  in  compuiutij  Line  5.  Sche-d- 
oie  U-A 

B  imerpst  on  indebtedness  incurred  to  purchaso  or  carry 
propcn-/  held  lor  invesirr.cni  by  the  uninco'poiaied 
by>inuss  10  liio  e»lcnt  no!  deducted  in  compi;iing  L:no 
5.  Sc(.edi.:t  U  A 

9  Ur.inccrpeiaipd  biimess  income  ia«  imposed  by  Ncvv 
YuiK  City  10  ihe  oxtem  uuit  siith  i.ix  was  noi  dc  Juciod 
in  corr.put.ng  Line  b  Scnc  Ju!t-  U-A 

10  V.'ith  rer.poci  lo  p'ppt-rty  lor  v.mch  percentage  dcp'o- 
lion  war.  .iddo.1  at  Lino  6.  cer.t  o.-p'olion  computed 
pu'Siiani  to  I  RC  Si.cl.on  on  Inrtiisr.  in  inc  ciicol 
s.iic  or  cxchaaje  ol  inch  prri-oi'.y  Ihe  oxce-si  ol  the 
New  Yoik  bas.s  o>'or  Feacrji  Ldi.s 

11  Fxpcnriiiurcs  pursuant  to  on  cicciion  under  Section 


700 
m^nl  l.ic 
construe 


n  corrii 


1  i-..m  w 


S  or  Ji'  pi'i  u:  en  contiol  cqu.) 

;ed  'in  the  c.isi:  .jI  v.a.ic 
V  Janujiy  t    1905  .snj  yi 


tie  I' 


ol  ail  pollution  Cl 

lani't'ie  busmos-;  pro,>eny  h. 

Law  Ims  n 


rr-202-l      (1973)     PogcZ 

Schcd(.l.7U'l 

Alloc-itioiT  -^f  ►•iinlfissa  incomo 

to  fJev/  York  Jinio 

C  on., !.  Ii-  i'»  .  o^-U^,  I:  ml  rwci*  IT.?0?-A)  ■(  voucwy 
on  !/u  "I"  .-.  .lofi m\<v an  tmlUA!  ti^-ti  Ytwk  J^UIn. 
II  IIk-  I;  ■/»  YiHk  iiir.  iiM!  ol  IK?  btrjrM.--,'.  n  cMomiNiixf 
Ifom  ihr-  |.i.')K-j  ."I'l  rt-rrml-.  ni  nv  Uivrn".--..  rvHtH  n  inc 
tp.Ko  lo  t'K?  ll^Ml  I.'  »<?  hr.rMvi  tn  rxh«-**!  U-0  ■>.> 
wo'<l-i  Ni  .->  Vi,i-K.  inf,r .-  ..•  rl  •irfimncrl  iiom  booias.''  antl 
aoiK.I  r.-.i,.  1.  •.-;  ".cl.. -loU-  H  It  ll..vii.«vcr.  allacft  JSI.*- 
mr-Di  t«(i).i.ii.ii>i  Hw  inoiiKxl  uvid  la  d^ncnnme  ttio  »*.■«» 
Vnri.  ii  ■omn  (1  ,,f  i,iifi"r  i!i»orn:.iri«io.  rj-r»  lluancvir.  K- 
iic'l  .Ki  li.  ...1.-  .11..:  (Julsi'J.;  N^.w  York  SUto'  ont'ogu  I  ul 
Miesciri-.lriic!.on'. ) 

Line  ^  J  Ineoino  or  n-ii"  from  New  York  real  preptrty 
Eni.'r  lu-io  llM-  ino<'lr(l  rj.nn  c  int.-,  Iiom  liio  snic  rr 
Cfr'',in.j.<  ..;.(!  iv-i  iiir(.'nc  liom  ir-rit.-il  ol  real  propci.^ 
loc.il.-tl  in  No  -/  Yf.^  bi.i'f-  mclud-'J  ;:t  l.»nc"9  Ol  ScncrWo 
U  A  Th.s  IS  the  ijc.n  .ir  lois  ami  r>cl  rental  »»conv?  m- 
clort-'O  at  Line  'j  ol  Sche-rhik-  U-A.  as  .-w4us<*d  lor  nw 
poni  n  ol  ihc"  New  Yo<^  r.ttKjilic-itiOfis  (Lirvs  6  ar«d  8  o! 
Sciii-du-c  U-A)  ,•.;..  iic.iij...'  to  such  items  a  New  Vc-V 
Moftiiraiionc  are  n„i  .i;oi«dble-.  enter  lhi>  full  amoom ol 

tun  or  los'j  and  nit  rental  mcc-nc  included  at  (jne  Sd 
chcduio  U-A. 

Lino  5  /  Amount  allocated  to  New  York  Stale 

Eiiicr  Ihe  Bu-iine:  -,  Aiiccjiion  I'crcentaQe  detcmaned  ty 
compieuno  Sene-Ouie-  U  ol  Form  IT-202-A. 

Line  10  /  Net  income  from  ixisincss  aHocated'to  New 
York  Slate 

The  nut  income  Irom  New  York  Sinle  business  as  cora- 
al  Line  10  ■:•  lo  be  entered  on  Line  t  ol  S      ' 


U-C 

Schedulo  U-C 

Cs!cuici<or>  of  Unincorporated 

Dusinc'ss  Yax 

Line  1  /  l.'el  income 

(Rcier  10  •nf'fuciion  (Of  Une  13.  Schedule  U-A,  above) 

Rcpoi  the  c.jmD-ned  net  TKomo  Irom  an  tHisiness  adm- 

ties  il  more  ihan  one  business  was  earned  on  by  the 

laxpai'or 


Line  2  /  Exemption 

An  Lnincorparnlcd  business 


exemption 
ported  on  I 


^r  Section  70lid:ir.)  or  U.'Clion  703(D)  ol  iho 
Tax  Law  has  bo'.-ii  exr^rc  -^^0  on  sjch  -jropery  (AliO 
see  Item  7  ol  l.le  insitucticns  tor  Line  t>  atjovc  ) 
K'.a'-.c  any  suhiraciion  requucd  hcc.iuse  ol  an  e.cciion 
unao'  Soclio.T  70'JiO)  ul  tr.o  un.i-rr-.rr.itca  t>us-no5'>  t.ix 
law  on  term  IT  211  See  Cc"'^i.ii  msl-o,  t.e-ni  lor  le- 
soaich  and  ccvc!opm<..nt  —  special  depreciaiioo  election 

Line  10  /  Contributions 

Dc'Jurl.on  is  allowed  lor  chanltibie  contributions  to  tho 


Ol  SS.000  is  al- 

jne  1.  Scneduia 
ti-.in  one  tjiisine-os  was  earned  c"  by  J 
Ia».p3>  er.  omy  ore  exemption  ol  55.C0O  is  allowed  agair'st 
the  co.-hSineu  net  income  derived  Irom  ail  business  ech- 
oes. 

The  exemniion  o»  85.000  must  be  prorated  on  a  Sl3 1) 
daily  batiii  ii  tho  Lut.no5s  was corr.cd  on  lor  a penoad 
Icv.j  nmn  a  I'li  la^.ibio  yoar  ot  i2  moruhs  unless  t>3 
be-;ni  33  war.  rcj-n.-d  on  and  the  return  is  (tied  tor  a 
nu 'o-.-r  ol  ..ho'o  nwnths  In  that  case.  IHe  profabon  sio 
be  on  a  S4 1 6 »).'  pci  month  basis. 

Line  3  /  TAXAOLE  BUSINESS  INCOME 

here  Not  income  (Lme  1)  less  Exemption  (Une 


Line  4  /  Tax  on  amount  on  Line  3 
Enter  S'/jOo  ol  iimount  en  Line  3.  However,  if  EliQible  Area 
ln-;eniive  Ci  Mil  is  claimed.  sutXi^cl  11^;  amount  ol  such 
creM  Irom  me  tax  conputorl  at  5'.>*<.  and  ■enter  Ihe  re- 
mainder on  Lnc  4  (Sec  fax  Law  Sccbon  70>(C)'and 
attach  compulation  staieuiuru.) 


c«i-.  :    ol  tj  o  ol  Line  '-'"'^  5  /  Business  Tax  Credit 

1  .vi  t.ic  uy  .■>  eo'poia-  Cl  cck  tho  appropiiuin  box  and  enter  the  amoiint  ol  ere* 

1  ii:  I  ■.,  oxcopHiuil  (I)  o„  L,,,^.  c,   J,,    ,1  no  j,p3,,  ,5  .■,iiov..ir>lc.  ci«er    None   W 

tn\-  ■  or  .1-.SO..  .1  i)"S  i,„g  Cj   ^J.^,  ,|,p  |,.,^,  p,ovidOd  10  Compute  lfH»  ccdii  ««ncn 

.'"V"'  i'    .'n'l".''". "'."  "'^"  '■**  °"  *""""  "^ '"'  *"•"'  * '""^  ""'  '"*  *'*'" ^^^ 

»c3  wimm  Iho  UmiLd  Line  G /UNINCORPORATED  BUSINESS  TAX  DUE 

Enter  on  Line  R  the  unmro'porated  business  tax  duo 


Lino  12  /  Allowance  lor  t.-ixpaycr's  services 

A  dc'J.iCtii.'i  in.iy  bn  cla.i:.''>l  tor  <r  isOn.-D' 
20-:*  ol  Lino  1 1,  or  (;.')  &r>  CJjO.  rt'  iChcvf  la  : 
Line  13  /  NET  INCOME  FROM  BUSINESS 


J 

dclerm  noJ  by  K.).iLinr>  iiio  ijx  R.hown  on  Lme  4  by  the 

Ci'di  t.iio.-in  0.1  I. lie  'j   In  III,.  c.vi-nl  your  lax  cred«  O" 

Lino  '>  e-qu.iis  yo-n  t.i.  nn  i  me  4.  ciitor   None'  on  line6 

IJ  e.ccej  (1) 

Tijn-v,  1  if..'  ...noii-;!  ol  I  uic  G  lo  Kic|0  1  ol  the  lax  lewi 

lo  wturh  loii.i  II  .:o.!  IS  .isi.iciii.'d  i.mnss  an  InvCiJii'-nf 

Crc'lii  iin.ioi  Sictori  /'OI(U)  i:.  cl.nrivo  <n  iMich  casc ine 

aniu.."t  (.1  1  .no  1..  I'j  to  bo  traiivieiie-d  lo  Form  ll-;'ii 

lo  line    1    Ol 

Invrulmeiil  Cr.vlit 

'"  ""!'.,'!'!]",'!"| 

A  l.„  1 ., Mill  I  ,.  ■n..-.l.iu-.i1  "1  rnrl.«n  rloprOCfclNo propr^n* 

k...t.  .1  .11  rj.-w  >i..i  M.ii..  .111,1  |,H  M-trf.Mi-inonl  n« '^" 

;,t.l.,.    1  Ol  .1  111  .  ;.  .1  |M.|  oily  II)  .,  .li-,.i-,u.r  aru.i  m.i|i« 

>:  ,1  ..•il  1/  .1  li-|..,.i  oii.|i|.  .1  III  IIK;  lKr.rfiiv.-.i  ul  !»"• 

il...  .1  1  i:i    •  1 .  hy  1..  I1I..I  II  i,imi.|.  |HiM-i".-.rffk|.  umtmn.  .»n- 

c...:nl.     1,1    v,ll..  .    ■.II1..1.II      1.  |.v.l..-i      Ilk  .   rrcOil    1.WJ  !>• 

ri...n.-,l   1.1   ■.  1.11. III.-   Idiiii    II  -.'V/    (l,w,.-.|.i»..nl  Cr.'W 

;•..  11.    1  11.  1   ,vli.  11   .1.  .y   l».   ,il.l.Miv.-il  ..1  .Hiy  t«l*t-  U  »•• 

.11  uii.l.-i  i,oc- 

I' •■■l«-!  I.i'.iiion. 11x11, II .lit,,  CWt:  l.uLaw^x.- 

I.<' M'l)) 

.»,>.  9                                             (IW73)700M  (12221 
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<Mf  Stalo  Department 
•of  TCaxnDon  unci  Finance 
FIscrii  year  cndnd 


Attach  securely  to  return  on  Form  11-201.  IT-203,  IT-205.  IT-200  or  IT-209. 


Name  «f  Taxpayer 


Address   (iis  shown  on  (orm  to  v/hlch  ottaclicd) 


Soiiol  Security  Numb; 


Schedule  U-A  — Enter  itofns  of  tucfncss  incciro,  gain,  io-i  or  iJcduct'on  as  rcporl-'clo  for  Fnclorni  *nx  purposes. 
(If  business  i3  cjrfiod  on  hoih  in-;lde  nnd  oiil:iJo  f.'cw  York  G'r.U-.  r.co  in':triic?i(  i.--  for  m"tho?l  of  rcpoilinf].) 

1  Net  profit  (or  lossi  from  bll'jinCSS  (cuplaln  in  Z'.U   ll-C.  Pzoo  <>    or  l.-urnirn  (..it.-.th  n  pv  <;•  FccunI  S',1-..  '•ii' ,  r.  I  irm  104r)) 

2  Gain  (or  ies»»  from  sale  of  real  or  personal  busin'.?5  propiil/,  f»copl  rcnl  pfop.:rl'/ r.iJuntcd  ouV.iJo  NY  J;»ntc.  (o^-pijin  in  ce»i.  u-E 

3  Net  p.mount  of  rents  from  real  or  personal  business  propcriy.  except  real  property  situated  oiiljiUo  NY  Gtato.lopiiiniTSch.  inf) 

4  Other  business  incomo  (or  Iocs)  not  othcrv/jso  reported  d  ::jicii  -..ct-fAvW 

5  Total  income  from  business  before  New  YorK  K'odiliCilior.-; 


If  m«ra  are  no  entries  on  lii 


C  Additions  isa«  instructions  —  slt*.ch  schadulo) 


7  Sum  of  lines  S  and  6 


8  Subtractions   (set  instructions  —  attach  schtd-jls) 


9  Total  incomo  from  business  fl 


10  Less:  Contributions  (i>ct  to  cxcoed  S'.*  of  llno  9  —  see  instructions) 

11  BALANCE 


12  Less:  Allowance  for  tri?:p::y;r's  service:.  Limi'-.'iicnn:  SQS'o-c-f  lino  11  Ctt^E 

13  NET  K.'COr.lE  FROM  ByCliJlTsS  (nn::r  en  1:^71.  Crh.  U-C.  tr.l'-s  al.oc:t!o'Vln  5e 


.(•CO.  rvhich-vcrir.  Ic.vcr 


Schedu.'o  U-D-AIIocrilon  c»  buc'.r.sco 

r.ccn;3ioi;2-.;s 

'crk  Si-.to. 

1  Enter  lino  11.  Schcduie  U-A  ebovo 

2      /'.di  Urw  York  net  c.oir.-'.inn  i03=  d:'JfCl!cn.  if  rny.  inr'jc 

-.-.  c.T.;no':..':c 

'..  U-/ 

3      Si'::!:i>cl  i.icome  oriji  n  iron  NY  red  rr 

r'.cr-.yinclucioilcn 

s.ns  £.  £ch.  V-J 

(i:ioc 

..c^tX-.^cl 

r.iL; 

:;,-») 

f.  Balsncn 

6  Amo'jntC'ilocalcdtoKn-.vYorkSlsto  (:.!uiv 

•ly  llr..T  <  ty  r.'jjl,-.-:-i 

■:5-."0!i''li  PcfCCr.l. 

-am 

l.:..-E,  Cciv 

1.  f' 

niiT-r:cA '=) 

6      Add  income  or  gain  ircm  Uc\/  YcrU  ro.i 

:>crfi;y-Lir..->C 

\  -inir  schoJi'::! 

i.i  l..r 

-..  r.oi/c::) 

7      Ci'liirscf  New  York  net  operating  less  d 

cijction  --  Lir.c  P. 

l!:iE  schcc;u:o 

C  Balance 

iv-'Jl 

-liiclicvcr 
rTcw)  "'~ 

sTcT 

$ 

9  Less:  Allowance  for  taxpayer's  services. 

LiMi.alions:  20V^  of  lino  C  C'A  G3. 

•'?r 

10  Net  income  Irom  business  allocated  to  Now  York  State  lEr.tcr 

cnl,nol.£cr,cau: 

, 

Cchedulo  U*C  -  Calculation  of  Unincorporated  Eusinsss  Tex. 


1    Net  iriComC  (l>no  is.  Cch?djlc4i-Aor  lino  19.  SthOLjIo  U-0) 


2   Less:  Exemption  (s«a  ustructions) 


3  TAXARLC  BUSINESS  ir;COME 


4  Tax  on  ci .^ount  on  lin','  3  —Jin tcr_5 '- j 

5  Lcoj:  Uui.incss  Tax  Crcc'it  uicu  jr,'ii< 


^i_Of  lino  3  III  C:i;:Mj.\K-.-.  Sn^cnli-.a  C: 
::Llr  l,V/.  U'D    »   Kufnit  Ar  •OLIK'T'C^ 


□  T:-.-;  en  li.-.? 4  is  SlC::  or  J.tcc.  Your  cicc  it  i:  tlvj  c r>i: .  c  . 

□  T.ix  en  lim  4  ir.  £200  cr  c  vW.  I,'o  crcci'.  i-.  rrs'.v:  J.  Er.'.;! 
O  Tr.x  en  lino  4  is  over  6 ICO  but  less  in:.n  <  :C0.  Your  crcti 

on  lino  4,  as  toSIov/s:  £200  loss - 

tnt  f  !■•  iKinlliio-l 
6  Ur.'llvCORPORATED  UUSir^ITSS  TAX  nui-  .1.  uj .-.  •.    -.  hr.,1  r-  r 


■.".Vno"  en  I; 

c ;.-.  c'.:oa  Ici 


■■.  lT.r*3  cr  IT-.--- 


A)  Did  ycu  file  a  N;w  Yotn  r.:.:!t 

Tax  rcti-rn  for  1971?    

If  not,  r.t.-ilf  "•-■'"" 

If  return  V.-.::;  Med  und'-r  n^ni: 

nlJOvo.  fiivyn.nr.io  or  r.dJiL-..;; 


U)  Dr.lr?  l)u'.;i!c:.: 
C)  !lbii:-inLM.  .:r 


or  ;.i.'iJrc2'j  Cif!t-'cn:  Ifcn 


Kt> 


luyir':.  tlijnjtuio 


f  OllK.f  tiu.o  l.i»:|..iyu 
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0^  ri2i^  Yost  Clings  Ccs^^fesnof! 


For  resident  marrlod  persons  fillnn  a  joint  Federal  Return 

who  elect  to  file  separate  New  York  State  Returns  nscai  yoarcndcd_ 


Firsl  names  and  initials  of  lTUiL>.-.;td  and  wUc 
Heme  address  (Number  and  ifJc'cf  or  ruraTrourcf" 


City,  village,  post  oftico  and  state 


( social  t( 
I 


Taxpayers  ccunly  of  residence 


From:  month                        day.          year 

To:  month 

day           year 

1 

Joint  amount 

Husband 

Wile 

1  Toftal  IncomQ  (from  lino  1G.  Schedule  A  on  r^<K  2) 

1 

2  Adcittions  (explain  in  Schedule  C  on  pago  2) 

2 

3  Line  1  p'us  line  2 

3 

4  Subtraclions  (explain  in  Sci'.edule  C  on  c?r ?  ?.) 

A 

5  Total  New  York  Income  (iina  3  less  imo  'o 

5 

3 

6  Itemized  Deductions  or  Standard  DcciL'ction   (sttn:<.-rri  n^^vz\■.on-^5•'.  ot  combined 

I 

Incom?  Iin?  5.  but  not  less  ih.-.n  K1 500  or  mc'-  l.'ir.n  £2000—.-;  'er  on  liii.j  6e) 

Jcint  amount 

a)  Tolo!  i'.::mizod  deductions  from  Federal  Return 

ba 

b)  Additions  (sea  instructions— expiain  in  Lcii?d jie  C  on  pr-cc  2) 

b 

c)  Lino  €3  plus  lino  6b 

c 

d)  Income  taxes  in  lino  Oa  and  other  s-jbtractions    "rch"r.«'" 

d 

e)  Lino  Cc  less  line  6d  or  Standard  Deduction 

c 

f)  Amount  lino  6e  may  be  divided  as  ciosired  by  iiusband  and  wife 

6f 

7  Line  5  iGSs  line  6f                                        

7 

8  Exemptions:  Husbands— En:or  number  c'r  mccl 

X5G50                                 >     >     ► 

e;i 

1 

Wile's en;»r  number  ds  meCl 

x<T,50                                   >      >      V 

eb 

9  New  York  taxable  incomo  (ima  7  less  tnc  e) 

9 

10  Tax  on  err.Ount  on  line  S  (from  Tax  Rats  Schedule  page  2) 

10 

1 1  Credits 

11 

J 

12  Personal  income  tax  (iin-  io  loss  fine  ii) 

12 

13  Minimum  income  tax  (hom  Fom  IT.22O  -  see  tnMrucJionr;) 

13 

] 

14  Unincofnoratedi)usinos<;  ir.x  (Uom  Fcm  iT-2021 

14 

1 5- Total  {r.z.ti Incs  12.  13 and  14) 

15 

16  NY  Str.iC!  Tax  wilhheld  (attach  ny  stcto 

16 

HuGbnnd 

W,fc. 

1 

Wage  and  Tc»  Slalcmor.ls  to  b.-ick) 

17  Pnvmr-r.ir.  en  .NY  State-  fcF.!im=ted  Ic.y. 

17 ;: 

1 B  Lino  IGr.'us  lino  17                                     |18|                             1        I 

a)  Ei-ucr  lino  18  totals  in  arc::cablo  cc'urnn  (.-.:c  msM.ciions) 

ic- 

19  1?  your  \:\y.  (i.no  15)  is  larrtr  t:!:.n  you:  oaymenls  (.-n 

(1  ;cmit  !.i  (ul  v.ilh  i:i.t.  Iiclurn  fo  I.'va  .oik  S:  ■.">  Incorr.o  Vr.r  i 

i  if.n).  enter  Dalsnc;-"  Due 

13 

. 

jff-au) 

, 

20  If  your  privmonts  (in.-  ir  ■»  ;.rc  :::rrjc;  ii  ;.n  your  tax  thr.'  il).  enter  Ovcifi-ymont 

20 

21  Lir.--'  20  io  bo  HLr:i  ;Dro  to  you 

21 

22  L'noL'Ol..  1  -crcrl'trdrm  1J7.:  .>Mm  ilndtpv           |22[l                                   |          | 

:  or  0:1. CO  uso  only 

s»<in|y 

Ootri  hu'.barvl  and  wito  musI  slfln                                                                                    Onto 

.Sionaluro  ol  (nvpaioi  oXUct  tlu 


[From  the  New  York  Times,  April  30,  1975] 

Regents  Fear  Losing  Say  on  Professions 

(By  Iver  Peterson) 

The  New  York  State  Board  of  Regents  has  its  own  domino  theory  to  worry 
about.  If  Governor  Carey  and  the  medical  profession  succeed  in  transferring 
the  Regents'  power  to  discipline  physicians  to  the  State  Health  Department, 
Regents'  reasoning  goes,  then  the  board's  power  to  control  the  21  other  profes- 
sions, not  to  mention  their  control  over  many  other  aspects  of  education,  training, 
licensing  and  discipline  in  the  state,  will  also  be  vulnerable  to  annexation  by 
expanding  executive  agencies. 

Some  of  the  Regents'  broad  powers  have  already  been  stripped  away  or  diluted. 
The  powerful  and  centralized  board,  which  has  control  over  nearly  every  facet  of 
education  and  the  professions  in  the  state,  is  reporting  a  growing  number  of  small 
skirmishes  on  the  fringes  of  its  power,  and  is  busily  engaged  publicly  and  behind 
the  scenes  in  moves  to  protect  its  empire. 

The  issue  came  to  new  prominence  last  week  when  the  board  revoked  the  medi- 
#»fli  lippnse  of  Dr.  Max  Jacohson  for  his  misuse  of  amphetamines.  The  statp  mp^^- 
{',\\  commnnity  complained  that  the  present  medical  discipline  system  had  taken 
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too  long  to  move  against  the  doctor  and  cited  the  delay — two  and  a  half  years — 
-as  an  argument  in  shifting  the  police  power  to  the  Health  Department. 

The  Regents,  on  the  other  hand,  responded  that  the  board  at  least  had  acted 
quickly  on  the  Jacobson  case  once  it  had  the  full  investigative  report. 

At  the  heart  of  the  dispute — from  the  Regents'  point  of  view — is  their  belief 
that  only  the  15-member  board,  with  ties  and  obligations  to  no  single  profession, 
can  do  a  better  job  of  controlling  the  professions  than  an  executive  agency  with 
close  ties  to  the  profession  it  would  regulate. 

"Transfer  of  this  authority,"  Education  Commissioner  Ewald  R.  Nyquist  wrote 
the  Legislature  on  the  medical  discipline  bill,  "is  contrary  to  the  long-standing 
policy  of  this  state  that  the  licensed  professions  be  subject  to  disciplinary  action 
by  a  law  board  rather  than  by  a  system  managed  exclusively  by  members  of  the 
profession." 

Eralyn  Griffith,  the  puckish  and  politically  astute  Regent  from  Rome,  translates 
this  view  as  meaning,  "Giving  this  power  to  the  Health  Department  would  be  like 
letting  the  rabbits  into  the  lettuce  patch." 

Mr.  Griffith  who  heads  the  Regents  Committee  on  Professional  Discipline,  ex- 
plained the  domino  theory  as  it  applies  to  the  Regents'  broad  powers  this  way. 

"A  fragmenting  of  responsibility  for  professional  discipline  could  lead  to  a 
fragmenting  of  our  responsibility  for  licensing.  This  in  turn  could  lead  to  dilution 
of  our  power  to  set  professional  education  standards  and  to  turn  lead  to  a  dilu- 
tion of  the  Regents'  responsibilities  for  all  of  higher  education.'* 

PRESENT    POWER 

At  present,  the  Regents  have  power  to  set  professional  education  standards, 
and  to  discipline  professional  misconduct,  for  all  of  the  professions  ercept  lawyers 
and  clergymen. 

Officials  of  the  State  Education  Department,  which  carries  out  Regents  policy 
through  Mr.  Nyquist,  report  that  there  have  already  been  feelers  for  "self-polic- 
ing" powers  from  several  other  professions — the  Certified  Public  Accounts,  archi- 
tects and  chiropractors  among  them. 

In  addition,  the  State  Council  on  the  Arts — created  by  Nelson  A.  Rockefeller, 
whose  relations  with  the  Regents  when  he  was  Governor  were  often  badly 
strained,  is  engaged  in  a  behind-the-scenes  struggle  with  the  State  Education  De- 
partment for  control  of  the  not-yet  completed  cultural  center  on  the  Albany  Hall. 

Meanwhile,  the  trustees  of  the  State  University  system  are  resisting  the  Re- 
gents' efforts  to  close  down  the  Ph.D.  program  in  history  at  the  university's  Albany 
campus  with  arguments  that  sound  very  much  like  the  secessionist  claims  of  inde- 
pendence in  curricular  matters  from  the  Regents.  Mr.  Nyquist,  in  briefing  the  Re- 
gents on  the  Education  Department's  response,  felt  compelled  to  enumerate  10 
sections  of  state  law  that  detail  the  Regents'  predominance  over  the  university 
trustees. 

Fiscal  Disparities  Between  the  Atlanta  and  Non- Atlanta  Areas  of  Fulton 

County,  Georgia* 

(By  Frank  M.  Graves**) 

abstract 

A  detailed  analysis  of  public  receipts  and  expenditures  in  Atlanta  and  Fulton 
County,  Georgia,  showed  a  per  capita  annual  average  disparity  favorable  to 
iionAtlantans  of  more  than  thirty-three  dollars  (1960-1963),  which  was  followed 
by  a  slightly  lower  figure,  just  under  thirty  dollars  (1964-1967).  These  results 
confirm  the  stereotype  of  suburban  exploitation  of  the  inner  city.  For  both  these 
areas  combined,  there  was  a  surplus  (per  capita  annual  average)  of  more 
than  ten  dollars  (1960-1963)  which  increased  to  more  than  fourteen  dollars 
(1964-1967).  The  interdependence  of  the  two  areas  is  discussed. 

I.   BACKGROUND 

Key  issues  in  studies  of  metropolitan  area  fiscal  disparities  are  (1)  whether 
inner  cities  are  subsidizing  surrounding  suburban  areas,  (2)  what  the  actual 
dollar  amount  of  any  disparity  may  be,  (3)  what  direction  and  (4)  rate  of 
change  may  characterize  the  disparity. 

*The  research  for  this  study  was  sponsored  by  the  governments  of  Atlanta  and  Fulton 
County  as  part  of  a  contract  carried  out  during  1968-1969  by  the  Institute  of  Public 
Administration  of  New  York,  to  examine  the  feasibility  of  consolidating  the  two  units. 

♦♦The  author  Is  an  independent  consultant.  Communications  may  be  addressed  c/o 
IPA,  55  W.  44th  Street,  N.Y.,  N.Y.  10036.  Comments  on  earlier  drafts  by  Pr,  Mark  W, 
Cannon  and  the  referee  are  gratefully  acknowledged. 
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Previous  studies  of  these  issues  have  traditionally  used  census*  information^ 
which  though  it  is  to  some  extent  standardized  across  accounting  categories  is 
overly  aggregated  as  well  as  infrequently  published.  Most  particularly,  it  does 
not  split  flows  which  are  collected  in  two  areas  and  spent  in  only  one.*  The 
report  of  the  Advisory  Commisssion  on  Intergovernmental  Relations,*  despite 
its  obvious  merit,  does  not  provide  basic  data  sufficient  to  rectify  the  existing 
deficiencies  of  analysis. 

As  a  corrective,  Bahl  urges  that  the  flow  of  funds  of  individual  standard 
metropolitan  statistical  areas  (SMSA*s)  be  examined.  In  his  comprehensive 
recent  treatment  *  of  the  subject  he  gives  his  reasons : 

(a)  Quality  variations  within  given  metropolitan  area  are  smaller  and 
perhaps  may  even  be  measured  by  factors  such  as  achievement  tests  to  students,, 
crime  rates,  and  traffic  congestion  rates. 

(&)  Externalities  associated  with  the  public  sector,  such  as  the  urban-sub- 
urban exploitation  hypothesis,  may  be  examined  more  intensively  and  their 
effects  more  readily  evaluated  if  the  unit  of  analysis  is  a  particular  SMSA. 

(c)  More  accurate  and  more  detailed  data  for  longer  periods  of  time  may  be 
collected  from  local  sources ;  and 

(d)  The  problems  in  the  data  created  by  differing  intergovernmental  fiscal 
arrangements  may  be  eliminated  by  confining  the  analysis  to  a  particular  SMSA. 

The  present  study  is  a  complete  inflow-outflow  analysis  with  basic  data.  It 
was  not  designed  to  satisfy  all  of  Bahl's  objectives,  being,  e.g.,  less  than  SMSA 
in  scope.  Other  ways  in  which  it  falls  short  of  Bahl's  recommendations  are  these  : 

(a)  This  study  assumes  homogeneous  service  quality  and  productivity  between 
inner  and  outer  areas,  even  though  in  a  principal  one,  education,  a  study  done 
by  others  determined  that  "equalization  upwards"  between  areas  would  increase 
expenditures  by  over  one  million  dollars  annually,  not  including  any  guarantee 
of  equivalent  pupil  achievement. 

(&)  The  best  defense  for  the  equivalency  assumption  that  is  made  in  this 
study  is  the  1952  Plan  of  Improvement ;  this  agreement  allocates  local  govern- 
ment responsibilities  between  Atlanta  and  Fulton  County  in  an  ostensibly  bal- 
anced way  (e.g.,  Fulton  handles  welfare  and  the  public  hospital ;  Atlanta  handles 
parks  and  the  water  supply). 

(c)  This  study  treats  intensively  eight  successive  years  of  data  all  falling 
within  the  Plan  of  Improvement  era  after  it  was  well  established. 

(d)  The  Plan  of  Improvement  is  probably  the  simplest  form  of  countrywide 
Intergovernmental  relationship  possible.  It  is  not  entirely  comprehensive,  how- 
ever (e.g.,  planning  and  zoning  are  both  offered  by  city  and  county),  and  there 
has  been  some  erosion  lately  (the  county  has  begun  to  compete  with  city  services 
by  offering  water  and  parks;  by  legislation  at  the  state  level,  both  units  have 
separate  school  systems). 

Within  these  marks,  this  study  does  constitute  a  detailed  case  analysis  for 
approximately  the  twentieth  largest  U.S.  SMSA  central  city  and  its  immediate 
county. 

n.     ATLANTA-FULTON     COUNTY,     GA. 

The  work  reported  here  was  undertaken  as  an  analytical  task  in  studying  the 
feasibility  of  consolidation  of  Atlanta  and  Fulton  County.  The  Institute  of  Public 
Administration  was  assigned  the  overall  research  in  July  1968,  and  reported' 
favorably  the  following  year.*  Various  locally-prepared  investigative  issue  of 
fiscal  disparities  between  the  inner  and  outer  area.  Thus  it  seemed  essential  to 
deal  with  these  claims  and  counterclaims — hence  the  present  work. 

in.     SCOPE     AND     METHOD 

To  answer  the  four  questions  posed  in  the  opening  section  above,  complete 
inflow-outflow  financial  data  were  developed,  creating  a  sources-and-applications- 
of-funds  study  on  a  geographical  basis,  for  inner  and  outer  area.  The  splits  on 
the  various  line  items  were  based  on  population  and  on  special  studies  (see  ex- 
ample of  a  typical  spread  sheet,  one  of  sixteen,  in  Appendix  A). 

The  method  consisted  of  parsing,  in  great  detail,  the  financial  reports  of  the- 
city,   county,  and  allied  agencies.  This  meant  examining  each  line  item  and 

1  For  example,  Census  of  Governments,  1962.  Vol.  5:  Local  Government  in  Metropolitan 
Areas.  Washington,  D.C.  :  U.S.  Government  Printing  Office. 

2  For  example,  the  Fulton  County  Board  of  Education  collects  most  of  its  revenues  in- 
the  Inner  city  and  spends  almost  all  of  them  in  the  outlying  area. 

^Fiscal  Balance  in  the  American  Federal  System.  Vol.  2:  Metropolitan  Fiscal  Disparities. 
Washington,  D.C. :  Advisory  Commission  on  Intergovernmental  Relations,  October  1967. 
*  Roy  W.  Bahl,  Jr.,  Metropolitan  City  Expenditures:  A  Comparative  Analysis.  Lexington^ 
:  University  of  Kentucky  Press,  1969,  p.  1.37. 

^ark  W.  Cannon  and  Carwin  C.  Williams,  Partnership  for  Progress.  New  York  and? 
ta.  Institute  of  Public  Administration,  1969. 
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putting  it  into  a  column  of  a  spread  sheet  according  as  to  whether  it  was  (with* 
respect  to  area)  a  county  wide  (CW)  item,  an  Atlanta  (A)  item,  a  non  Atlanta 
(NA)  item,  or  external  (EXT,  "rest  of  the  world").  This  classification  also  in- 
eluded  expenditure  categories  direct  (sub-D)  and  indirect  (sub-I),  and  revenue 
categories  user  charges  (sub-UC),  taxes  (sub-T),  grants  (F,  federal;  S,  state), 
and  interlocal  (IL)  payments  (see  column  headings  of  the  Appendix  table). 

The  totaled  entries  were  then  allocated  to  strictly  Atlanta  and  nonAtlanta 
categories  by  a  splitting  routine  ba^ed,  as  stated  previously,  on  special  studies 
and  population  distribution.  A  separate  split  was  made  for  each  year  (see  line- 
items  at  foot  of  table  in  Appendix) . 

The  principal  assumptions  not  previously  mentioned  include  the  following : 

(a)  State  grants  include  any  federal  funds  brokeraged  through  the  state. 

(6)  Transfer  payments  between  funds  were  systematically  deleted. 

(o)  Debt  service  was  included  in  expenditures,  but  spending  from  bo^^owed^ 
funds  was  not  (to  avoid  double-counting). 

(d)  Revenues  included  favorable  balances  in  sinking  and  other  restricted 
funds. 

(e)  Expenditures  shown  in  the  Appendix  table  are  net  of  external,  federal, 
state  and  interlocal  payments.  The  labels  GF  (General  Fund),  CW  and  A  found 
beside  certain  entries  identify  the  columns  from  which  the  entries  were  to  be 
•deducted. 

(/)  The  reverse  of  item  (e) — correcting  the  flow  of  local  receipts  by  the  pro- 
portional local  contributions  to  external,  federal  and  state  funds  which  are  then 
sent  back — would  be  a  useful  exercise  but  has  not  been  carried  out  here. 

iff)  Atlanta  spending  in  the  Atlanta  area  on  highways,  streets,  traflSc  engineer- 
ing, parks,  recreation,  cemetery,  water  and  sewer,  and  water  pollution  control 
(sewerage  plant)  was  treated  as  county  wide. 

(h)  Atlanta  spending  in  the  nonAtlanta  area  on  item  (g)  items,  except  for 
sewerage  plants,  was  treated  as  nonAtlanta. 

(i)  Atlanta  spending  on  the  main  airport,  which  is  in  nonAtlanta,  was  treated 
as  countywide. 

(/)  Minor  municipalities  of  Fulton  County  were  studied  and  omitted  without 
prejudice  to  the  analysis  reported  here. 

(fc)  In  the  absence  of  data,  tax-exempt  property  was  not  treated  in  the  analysis. 

The  procedure  used  to  calculate  the  final  surplus  or  deficit  in  the  Atlanta  and 
nonAtlanta  areas  of  Fulton  County  as  a  result  of  the  activities  of  the  City  of 
Atlanta  government  is  shown  in  the  line  items  at  the  foot  of  the  Appendix  table. 
The  arithmetic  included : 

(a)  Finding  the  column  totals. 

(6)  Adjusting  the  column  totals  to  be  net  of  external,  federal,  state  and  inter-^ 
local  revenues. 

(0)  Splitting  the  countywide  amounts,  both  expenditures  and  revenues,  into 
Atlanta  and  nonAtlanta  portions,  using  either  population  distribution  or  special 
studies  (as  for  water  supply). 

id)  Finding  Atlanta  and  nonAtlanta  revenue  totals  by  combining  user  charges^ 
and  taxes  for  each  (Auc-I-At)  ;  (;N^ATjc-fNAT). 

(e)  Finding  the  resultant  Atlanta  and  nonAtlanta  surplus  or  deficit  (at  the 
intermediate  level  of  only  this  one  of  the  two  governments)  by  finding  the  differ- 
ence between  the  revenues  and  expenditures  in  each  area. 

A  similar  process  was  followed  for  Fulton  County  activities  in  the  two  areas. 
Finally,  the  intermediate  surpluses  or  deficits  obtined  on  the  city  and  county 
worksheets  were  combined  into  year-by-yea r  final  net  results.  These  were  further 
combined  into  two  four-year  periods,  and  are  shown  in  Table  1  in  the  next  section. 

For  completeness,  a  few  notes  on  important  differences  observed  in  producing 
the  Fulton  County  worksheets  should  be  listed : 

(a)  On  county  worksheets,  county  reimbursements  to  Atlanta  for  services 
rendered  were  regarded  as  Atlanta  direct  expenditures  (Ad),  while  on  Atlanta 
worksheets  (Appendix)  county  reimbursements  to  Atlanta  were  taken  as  inter- 
local revenues  (IL),  and  used  to  reduce  Atlanta  expenditures.  These  two  opera- 
tions are  complementary  and  avoid  double-counting. 

(6)  Atlanta  reimbursements  to  Fulton  were  handled  comparably  to  item  (a). 

(c)  on  county  worksheets,  the  split  of  countywide  direct  expenditures  into 
Atlanta  and  nonAtlanta  shares  was  not  made  simply  on  the  basis  of  annual 
population  estimates  in  the  two  areas :  rather,  it  was  found  in  a  special  study  • 
that,  in  1967,  while  only  some  77.69  per  cent  of  the  population  lived  in  Atlanta, 
some  1.1198  times  that,  or  87  per  cent,  of  the  expenditures  of  the  Fulton  County 


•  Kenneth  M.  Gregor.  A  Study  and  Analysis  of  the  Plan  of  Improvement  of  the  Oovern- 
menta  of  Atlanta  and  Fulton  County,  Georgia.  Lawrence,  Kas. :  MPA  Thesis,  University  of 
Kansas,  1968,  p.  64. 
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?:overnment  were  focused  in  Atlanta.  This  expanding  factor  was  assumed  to  have 
been  constant,  and  was  applied  to  the  preceding  seven  years  of  observations  in 
making  the  split  of  CWd. 

(d)  the  county  worksheets  column  total  of  countywide  user  charges  (CWuc) 
was  split  on  the  basis  of  simple  population  estimates. 

(e)  the  county  worksheets  column  total  of  countywide  taxes  (CWt)  was  split 
into  Atlanta-nonAtlanta  shares  on  the  basis  of  a  special  study  of  each  year's 
tax  levy  distribution. 

Finally,  the  portion  of  Atlanta  lying  in  DeKalb  County  was  included  in  the 
Atlanta  calculations  because  its  interaction  and  error  were  small  components 
in  the  much  larger  total,  and  were  definitely  more  closely  tied  to  Fulton  than 
to  DeKalb  in  the  SMSA. 

All  of  the  above  was  reviewed  in  detail  during  and  after  analysis  with  oflScers 
of  the  controller's  divisions,  and  received  their  approval  as  to  accounting  method. 

Definitions. — A  surplus  here  means  more  is  collected  in  an  area — e.g.,  non- 
Atlanta — than  is  spent  in  it,  for  any  one  year  or  set  of  years.  A  deficit  is  the 
opjwsite. 

A  major  actual  source  of  the  surpluses  in  the  present  study  is  the  reserve 
funds  such  as  sinking  funds  which  have  piled  up  surpluses  (in  Atlanta)  more 
rapidly  than  they  have  been  disbursed. 

A  fiscal  disparity  between  the  inner  and  outer  area  is  the  algebraic  difference 
between  the  per  capita  surplus  and  the  deficit  condition  for  a  given  year  or  . 
years.  A  disparity  is  favorable  to  the  area  which  receives  'more  for  its  money' — 
the  one  with  a  deficit,  in  this  case  nonAtlanta. 

It  is  obvious  that  if  both  areas  generated  surpluses,  or  deficits,  the  area  with 
the  more  negative  financial  condition  (larger  of  the  two  deficits,  smaller  of  the 
two  sui-pluses)  would  be  the  area  favored,  because  its  net  flow  was  less  for 
services  received. 

A  measure  of  fiscal  health  is  the  algebraic  sum  which  combines  the  surplus 
from  one  area  with  the  deficit  from  the  other  (or  two  surpluses,  or  two  deficits). 
Obviously,  two  areas  which  are  linked  by  common  mechanisms  of  fiscal  flow, 
such  as  Atlanta  and  nonAtlanta,  would  become  bankrupt  if,  over  the  long  term, 
deficits  exceeded  surpluses.  For  both  areas  combined,  there  was  a  surplus  (per 
capita  annual  average)  or  more  than  ten  dolars  (1960-1963)  which  increased 
to  more  than  fourteen  dollars  ( 1964-1967 ) . 

IV.   RESULTS 

Table  1  shows  grouped  data  instead  of  annual  data,  to  reduce  the  volatility 
of  the  annual  series.  The  table  presents  intermediate  and  final  results  in  each 
area,  plus  the  disparity  between  the  two,  and  also  the  per  capita  overall  fiscal 
performance  of  both  areas  combined. 
From  Table  1  we  learn  that : 

(a)  During  196()-19(>3,  in  the  nonAtlanta  area,  the  Fulton  County  govera- 
ment  experienced  an  annual  average  per  capita  deficit  of  $1.10,  but  that  this 
changed  to  a  surplus  during  1964-1967  or  $9.88. 

(&)  During  1960-1963,  again  in  the  nonAtlanta  area,  the  Atlanta  government 
experienced  an  annual  average  per  capita  deficit  of  $15.79,  showing  itself  to  be 
the  more  important  supplier  of  uncompensated  goods  and  services ;  this  deficit 
increased  to  $18.95  during  1964-1967. 

(c)  The  final  net  effect  of  both  jurisdictions  operating  in  the  nonAtlanta 
iirea  was  a  deficit  of  $16.88  during  1960-1963,  which  was  cut  in  half  to  $9.07 
during  1964-1967,  largely  as  a  result  of  improved  collections  relative  to  ex- 
penditures by  Fulton  County,  which  has  access  to  the  growing  non-Atlanta  tax 
base. 

id)  During  1960-1963,  in  the  Atlanta  area,  the  Fulton  County  government 
experienced  an  annual  average  per  capita  surplus  of  $6.15,  and  increased  this 
slightly  to  $6.79  during  1964-1967. 

(e)  During  1960-1963,  again  in  the  Atlanta  area,  the  Atlanta  government 
exi)erienced  an  annual  average  per  capita  surplus  of  $10.84,  about  50  per  cent 
higher  than  Fulton's,  and  saw  this  rise  to  $14.42  during  1963-1967,  a  growth 
of  about  50  per  cent. 

(/)  The  final  net  effect  of  both  governments  operating  in  the  Atlanta  area 
was  a  surplus  of  $16.46  during  1960-1963,  and  a  surplus  of  $20.63  during  1964- 
1967. 

iff)  The  resulting  disparity  between  the  two  areas,  Atlanta  and  nonAtlanta, 
was  more  negative  in  the  latter  and  therefore  more  favorable  to  it  during  both 
four-year  subperiods,  amounting  to  $33.34  and  $29.70  respectively.  This  decrease 
over  time  about  matched  the  rate  of  increase  in  tax  base  in  nonAtlanta  that 
occurred  in  parallel. 

(h)  The  overall  fiscal  performance  showed  an  increase  in  surplus  from  $10.21 
per  capita  to  $14.45  over  the  two  four-year  subperiods. 
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TABLE  1.-4-YR  TOTAL  AND  ANNUAL  AVERAGE  PER  CAPITA  (AAPC)  A  REAL  SURPLUS  OR  DEFICIT,  FISCAL  DIS- 
PARITY, AND  OVERALL  FISCAL  PERFORMANCE  (SURPLUS  OR  DEFICIT)  FOR  ATLANTA  AND  NONATLANTA  AREAS 
OF  FULTON  COUNTY,  GEORGIA,  1960-63  AND  1964-67 

1960-63  1964-67 

(a)  Surplus  (deficit)  in  nonAtlanta  area: 

4-yr  sum  of  annual  population  estimates,  nonAtlanta 461, 406  531, 400 

Intermediate  surplus  or  deficit  from  Fulton  County,  4-yr  amount $(505,604)  $5,251,328 

Annual  average  per  capita  surplus  or  (deficit) (1.10)  9.88 

(b)  Intermediate  surplus  or  deficit  from  Atlanta: 

4-yr  amount (7,284,244)    (10,070,861) 

Annual  average  per  capita  (deficit) (15.79)  (18.95> 

(c)  Final  net  surplus  or  deficit  from  both  governments: 

4-yr  amount- (7,789,848)      (4,819,533> 

Annual  average  per  capita  net(deficit) (16.88)  (9.07) 

(d)  Surplus  (deficit)  in  Atlanta  area: 

4-yr  sum  of  annual  population  estimates,  Atlanta  in  Fulton 1,826,640  1,847,800 

Intermediate  surplus  or  deficit  from  Fulton  County,  4-yr  amount $11,238,689  $12,546, 513 

Annual  average  per  capita  surplus 6.15  6.79 

(e)  4-yr  sum  of  annual  population  estimates: 

Atlanta  in  Fulton  and  DeKalb 1,998,055  2,023,000 

Intermediate  surplus  or  deficit  from  Atlanta,  4-yr  amount $21, 657, 774  $29, 180, 499 

Annual  average  per  capita  surplus 10.84  14.42 

(f)  Final  net  surplus  or  deficit: 

Both  governments,  4-yr  amount 32,896,463       41,727,012 

Annual  average  per  capita  surplus 16.46  20.63 

(g)  Fiscal  disparity  between  Atlanta  and  nonAtlanta  areas  (favorable  to  nonAtlanta): 

Algebraic  difference  between  lines  (f)  and  (c),  4-yr  amount 40,686,311  46,546,545 

Algebraic  difference  between  lines  (f )  and  (c),  AAPC 33. 34  29. 70 

(h)  Overall  fiscal  performance,  Atlanta  and  nonAtlanta  areas: 

Algebraic  sum  of  lines  (a)  and  (e)  4-yr  sum  of  populations 2,459,461  2,554,400 

Algebraic  sum  of  lines  (c)  and  (f),  4-yr  sum  of  amounts $25, 106, 615  $36, 907, 479 

Annual  average  per  capita  overall  surplus 10.21  14.45 

Note:  Sinking  and  other  reserve  funds  included  in  the  above  surpluses  are  not  actually  available  for  other  uses  under 
existing  covenants.  These  restrictions  were  disregarded  in  this  study,  allowing  all  funds  to  be  fluid  and  interchangeable 
for  the  purpose  of  economic  analysis. 

V.    FLOW    OF    FUNDS    AND    CITY-COUNTY    CONSOLIDATION 

The  present  study  was  undertaken  as  part  of  the  analysis  of  the  fiscal  feasi- 
bility of  a  merger  between  Atlanta  and  Fulton  County.  The  study  clearly  demon- 
strates that  the  *engine  of  fiscal  balance'  is  the  central  city,  which  forms  the 
core  of  the  county.  A  parallel  study,  not  reported  here,  showed  that  new  and 
relocated  blue  collar  jobs  were  largely  going  to  outlying  areas.  Looking  ahead, 
one  foresees  over  the  next  period  of  time  a  continued  dependence  of  favorable 
nonAtlanta  growth  upon  surpluses  collected  in  and  exported  from  the  Atlanta 
area. 

The  subsidies  provided  by  the  central  city  would  quickly  dry  up,  however,  if 
it  lost  its  own  interior  fiscal  health.  This  could  occur  if  it  experienced  a  steep 
ri.se  in  outlays  as  for  welfare  caseloads,  or  a  steep  decline  in  revenues  as  from 
rapidly  spreading  blighted  property.  Such  a  crossover  of  present  relationships 
would  prove  to  be  very  costly  to  both  areas,  not  just  to  the  central  area.  It 
seems  reasonable  to  predict  such  an  eventual  crossover  as  the  inner  city  con- 
tinues to  age,  even  though  it  has  been  undergoing  a  strong  renaissance  in  recent 
years.  In  the  future,  it  faces  increasingly  stiff  competition  from  the  outlying  area 
which  it  will  have  heavily  subsidized.  The  outlying  area  will  possess  a  newer 
infrastructure,  cheaper  land,  and  in  some  ways,  superior  accessibility. 

Because  the  two  areas  have  a  demonstrated  fiscal  interdependence,  the  des- 
tinies of  both — Atlanta  and  nonAtlanta — should  be  viewed  as  one.  Unfortunately, 
although  the  two  overlapping  local  governments  (city  and  county)  have  taken 
affirmative  positions  on  consolidation,  residents  seem  not  entirely  persuaded. 

It  seems  fair  to  assert  that  both  areas  would  be  better  off  if  the  government 
units  were  consolidated,  if  one  accepts  the  following : 

(a)  That  the  present  fiscal  situation  is  inequitable  in  an  important  degree  to 
inner  city  residents,  who  are  caught  by  commitments  not  easily  changed 
unilaterally. 

(&)  That  the  long-term  future  of  the  city,  in  comparison  with  and  in  compe- 
tition with  the  outlying  area,  is  quite  possibly  one  of  reduced  prosperity. 

(o)  That  an  equitable  representational  formula  could  be  worked  out  to  dis- 
tribute influence  in  the  branches  of  the  consolidated  government  fairly  among 
all  residents. 

The  fiscal  interdependency  of  Atlanta  and  nonAtlanta  points  to  a  stronc:  need 
for  their  governments  to  think  as  one,  to  attain  greater  equity  of  fiscal  flows  and 
to  have  greater  assurance  against  the  time  of  possible  reversal  of  roles  in  sus- 
taining regional  growth  and  rejuvenation. 
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Statement  of  Wiluam  H.  Simons,  President,  Washington  Teachebs'  Union 

Local  No.  6 

Chairman  and  Members:  My  name  is  William  H.  Simons,  and  I  serve  as 
President  of  The  Washington  Teachers'  Union,  serving  teachers  in  the  District 
of  Columbia.  Our  organization  maintains  a  membership  in  excess  of  5000,  and 
it  is  the  bargaining  representative  for  the  entire  teaching  staff  of  the  D.  C. 
Public  School  System. 

We  appreciate  the  opportunity  to  make  observations  on  this  resolution  and  its 
purpose.  The  Union  is  deeply  concerned  with  the  matter  and  wishes  to  place  its 
views  in  the  record. 

Our  membership  serves  the  District  of  Columbia  in  its  education  program. 
Like  others  serving  the  city,  we  are  employees  obligated  to  perform  our  tasks 
and  to  fully  meet  all  tax  obligations  both  federal  and  local. 

I  find  it  appalling  that  individuals  engaged  in  professional  services  in  the  city 
have  (1)  borne  none  of  the  tax  obligations  since  enactment  of  the  unincorporated 
business  tax  in  1947,  and,  (2)  that  the  unincorporated  shopkeeper  doing  business 
in  the  city  and  residing  in  the  suburbs  must,  by  requirement  of  the  same  law, 
share  the  tax  bills  with  the  city's  residents  in  the  form  of  taxes  of  unincorporated 
businesses,  is  incredible. 

By  means  of  this  resolution  before  you,  the  affected  professionals  seek  to  place 
the  burden  for  maintenance  of  services  used  or  available  to  them  while  carry- 
ing out  their  business  activities  in  the  city,  upon  the  rest  of  us  who  work  and 
live  here. 

We  are  not  unmindful  of  the  need  for  business  activity,  the  services  provided 
by  professionals  and  the  need  for  more  sources  of  employment.  But,  I  am  of  the 
opinion  that  the  opportunity  to  do  business,  as  with  all  other  rights,  is  not  with- 
out some  costs.  I  find  it  particularly  hard  to  accept  the  premise  inherent  in  this 
resolution  and  in  the  effort  of  these  professionals  to  shift  their  share  of  these 
professionals  to  shift  their  share  of  these  costs  to  the  backs  of  others. 

I  urge  this  Committee  to  defeat  the  House  Concurrent  Resolution  370.  I  find 
it  economically  sound  to  turn  back  this  effort  and  morally  indefensible  not  to  do 
so. 

A  more  rational  approach  would  be  to  permit  the  City  of  Washington  to  enter 
into  reciprocal  tax  agreements  with  other  jurisdictions  as  is  the  case  in  many 
states  which  would  allow  this  tax  to  be  deducted  from  the  taxes  in  their  juris- 
diction of  residence. 

Statement  of  George  Hartman,  President,  Washington  Metropolitan 
Chapter  of  the  American  Institute  of  Architects,  Inc. 

Mr.  Chairman,  my  name  is  George  Hartman,  President  of  the  Washington 
Metropolitan  Chapter,  AIA.  I  am  here  to  testify  on  behalf  of  the  Washington 
Metropolian  Chapter  of  The  American  Institute  of  Architects  concerning  the 
D.C.  Professional  Tax.  This  legislation,  which  has  been  enacted  by  the  District 
of  Columbia  City  Council,  is  an  attempt  to  generate  additional  revenues  to 
meet  the  pressing  demands  of  city  services. 

oppose  tax 

We  are  in  full  sympathy  with  the  necessity  for  the  City  to  raise  additional  tax 
revenues,  however,  we  feel  that  the  tax,  as  proposed,  is  not  appropriate  and 
should  not  be  enacted  for  the  following  reasons. 

First,  the  legislation  was  hurriedly  prepared  with  obvious  inequities. 

Second,  the  amount  of  the  tax  is  extreme  when  compared  with  similar  types 
of  taxation  in  other  jurisdictions,  and,  in  effect,  is  punitive  in  regard  to  profes- 
sionals who  maintain  their  practices  in  the  District  but  live  outside  the  city. 

Third,  the  tax,  bv  being  retroactive,  precludes  any  possibility  of  professionals 
adjusting  their  practices  to  take  into  account  this  additional  burden  of  taxation 
for  the  current  year.  We  are  not  in  a  pasition  to  pass  this  cost  on  to  clients,  nor 
can  we,  at  a  point  approaching  the  end  of  the  tax  year,  set  aside  fees  to  cover 
this  cost 

Fourth  we  think  this  tax  is  very  narrowly  based  since  it  only  taxes  those 
professionals  in  private  practice.  Thus,  professionals  not  in  private  practice 
escape  taxation,  as  do  Washington,  D.C.  branch  oflftces  of  firms  with  principal 
oflSces  in  other  jurisdictions. 
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All  who  participate  in  the  city  and  share  in  its  benefits  should  be  willing  to  pay 
a  tax  that  is  consonant  with  those  benefits  and  we  as  a  group  do  not  seek  to  avoid 
payment  of  fair  taxes.  Therefore,  we  are  willing  to  accept  the  burden  of  taxa- 
tion that  is  reasonable  and  based  on  potential  earning  capacity.  There  should  be 
alternative  methods  of  taxing  the  income  base  to  generate  revenues  without 
being  onerous  or  punitive  to  certain  individuals  or  groups.  This  tax,  as  presently 
structured,  will  put  D.C.  professionals  in  a  non-competitive  position  with  firms 
located  outside  the  District  of  Columbia.  This  will  force  local  professionals  ta 
consider  relocating  outside  the  city  limits.  It  will  certainly  impede  the  growth  of 
new  professional  practices  in  the  District  of  Columbia. 

Alternative  Tax 

What  is  required  is  an  alternative  to  the  proposed  ad  hoc  legislation  which 
will  provide  for  the  District's  long-range  needs,  an  alternative  which  could  serve 
as  an  example  for  other  urban  areas  throughout  the  country.  The  simplest  and 
most  equitable  solution  is  to  extend  the  District's  existing  income  tax  to  cover 
all  incomes  earned  in  the  District  and  to  allow  this  tax  to  be  credited  against 
taxes  in  one's  place  of  residence.  This  is  not  only  a  fair  tax,  but  one  that  is  very 
easy  to  collect.  It  is  also  inevitable  if  the  District  is  going  to  meet  its  anticipated 
budgets  in  the  1980's.  Why  not  allow  them  to  adopt  it  now  and  plan  for  the  future 
in  a  comprehensive  and  orderly  manner?  An  excellent  discussion  of  this  solu- 
tion was  presented  before  the  Senate  Committee  on  the  District  by  John  S.  Nolan 
on  9  September  1975,  a  copy  of  which  is  attached. 

The  strength  of  the  city  is  based  ultimately  upon  the  willing  cooperation  of 
our  elected  representatives  and  those  upon  whom  they  depend  for  financial  sup- 
port through  taxation.  Congress  should  lift  the  restrictions  attached  to  the  Home 
Rule  Bill  which  have  driven  the  District  into  imposing  this  discriminatory  tax  on 
self-employed  persons  not  resident  in  the  District 

Thank  you  for  this  opportunity  to  appear  before  you. 


Statement  of  Stanley  I.  Breoman,  Counsel  fob  the  Washington 
Psychiatric  Society 

Mr.  Chairman,  my  name  is  Stanley  I.  Bregman.  I  am  a  member  of  the  law 
firm  of  Bregman,  Abell,  Solter,  and  Kay,  and  I  am  counsel  for  the  Washington 
Psychiatric  Society.  The  Washington  Psychiatric  Society  is  made  up  of  approxi- 
mately nine  hundred  practicing  psychiatrists  in  the  metropolitan  area.  Of  those,. 
475  have  oflSces  in  the  District  of  Columbia.  Of  the  475  psychiatrists  practicing 
in  the  District  of  Columbia,  210  are  residents  of  the  District  of  Columbia,  and 
265  are  residents  of  the  nearby  suburban  areas. 

OPPOSE   TAX 

The  Washington  Psychiatric  Society  opposes  the  unincorporated  business  tax 
to  be  imposed  upon  professionals  as  passed  by  the  D.C.  Council  and  respectfully 
requests  that  Congress  exercises  its  responsibility  and  uses  its  statutory  au- 
thority to  prohibit  imposition  of  the  tax  because  of  the  following  reasons : 

1.  It  is  discriminatory  and  unfair. 

2.  It  is  bad  economic  policy. 

3.  It  is  in  probable  violation  of  Section  602(a)  (5)  of  the  Home  Rule  Act 
which  specifically  prohibits  the  imposition  of  a  commuter  tax. 

The  AVashington  Psychiatric  Society  would  be  in  favor  of  a  tax  on  profes- 
sionals that  was  more  fair  and  equitable.  The  tax  passed  by  the  D.C.  City 
Council  discriminates  in  several  ways. 

DISCRIMINATORY     TAX 

The  tax  as  passed  by  the  D.C.  Council  grossly  discriminates  against  Maryland 
and  Virginia  residents.  D.C.  residents  will  be  able  to  credit  against  their  D.C. 
income  tax.  Maryland  and  Virginia  residents  on  the  other  hand  because  of  their 
respective  state  laws  will  not  be  eligible  to  enjoy  such  a  credit. 

The  tax  as  passed  by  the  D.C.  City  Council  applies  only  to  unincorporated  pro- 
fessional businesses  not  to  incorporated  f)fofessional  businesses.  Although  a 
professional  corporation  is  subject  to  the  D.C.  cori)oration  income  tax,  such  cor- 
poiations  are  allowed  a  deduction  for  reasonable  salaries,  which  in  most  cases 
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-would  be  close  to  100  percent  of  net  income.  Thus  the  new  tax  discriminates 
against  the  unincori)orated  professional. 

In  applying  the  same  deduction  formula  to  professionals  where  capital  is  not  a 
material  income  producing  factor,  as  other  unincorporated  businesses  where 
capital  is  a  material  income  producing  factor,  is  grossly  inequitable.  Making  a 
distinction  between  businesses  which  provide  personal  services  and  those  where 
capital  is  a  material  income  producing  factor  has  long  been  a  well  established 
principle  of  tax  law. 

Setting  an  additional  tax  of  12  percent  on  45  percent  net  income  creates  an 
unfair  burden  upon  professionals.  The  national  average  yearly  income  of  a 
psychiatrist  is  approximately  $42,500.  Although  most  psychiatrists  are  sole  prac- 
titioners and  they  would  be  able  to  take  full  advantage  of  the  $5,000  deduction 
their  tax  burden  would  substantially  increase.  A  psychiatrist  earning  $42,500  a 
year  practicing  in  D.C.  living  in  either  Maryland  or  Virginia  would  have  to  pay 
in  addition  to  his  already  existing  federal,  state,  and  local  taxes,  the  amount  of 
$1,695.  This  is  double  the  amount  of  state  taxes  a  Virginia  resident  is  now  paying 
and  almost  double  that  of  a  Maryland  resident.  Only  professionals  would  be 
faced  with  this  burden. 

RETROACTIVE     TAX 

Another  unfair  aspect  of  this  new  tax  is  its  retroactive  application  to  the  first 
of  January  1975.  Imposition  of  a  retroactive  tax  is  unfair  and  should  be  done 
only  in  emergency  situations. 

BAD   ECONOMICALLY 

We  believe  this  new  tax  to  be  socially  and  economically  ill-advised  and  unsound. 
Both  the  D.C.  Government  and  the  Congress  must  recognize  and  anticipate  that 
many  professionals,  because  of  the  severe  financial  burden  that  will  result  from 
this  tax,  will  move  their  offices  out  of  the  District  of  Columbia  into  the  neighbor- 
ing suburbs.  The  harmful  effects  of  such  an  exodus  are  readily  apparent.  First, 
there  would  be  a  reduction  of  available  medical,  legal  and  other  much  needed 
professional  services  for  the  residents  of  the  District  of  Columbia.  Second,  em- 
ployment in  the  District  of  Columbia  would  be  adversely  affected.  Third,  there 
would  be  less  utilization  of  office  space  and  a  reduced  need  for  supportive  services 
to  maintain  the  office  buildings.  Fourth,  within  a  few  years  the  tax  revenue  base 
would  be  decreased.  The  foregoing  are  the  more  obvious  economic  consequences 
of  a  migration  of  professionals  from  the  District  of  Columbia.  A  more  detailed  list 
could  be  compiled  that  would  include  a  loss  of  revenue  by  Metro,  parking  meters, 
parking  lots,  and  the  possible  loss  of  sales  tax  revenue  from  those  people  who  come 
into  the  District  for  professional  services.  By  reducing  the  tax  base,  Washington 
will  be  taking  one  step  towards  creating  a  New  York  City  situation. 

It  is  also  reasonable  to  expect  that  those  professionals  continuing  to  practice  in 
the  District  of  Columbia  will  pass  part  of  the  burden  created  by  this  tax  to  the 
consumer  thus  causing  increased  costs  for  the  consumers. 

CHARTER   VIOLATION 

Section  602(a)(5)  of  the  Home  Rule  Act  prohibits  the  D.C.  City  Council 
from  imposing  "any  tax  on  the  whole  or  any  portion  of  the  i)ersonal  income, 
either  directly  or  at  the  source  thereof,  of  any  individual  not  a  resident  of  the 
District  .  .  ."  The  tax  passed  by  the  D.C.  City  Council  which  does  not  allow  a 
reasonable  deduction  for  salaries  to  reflect  the  personal  efforts  of  the  indi- 
vidual members  of  the  professional  firm,  is  personal  in  nature  and  thus  a  tax 
on  personal  income.  For  this  reason  this  tax  appears  to  be  a  violation  of  the 
Home  Rule  Act  and  will  result  in  litigation. 

As  I  stated  earlier  the  Washington  Psychiatric  Society  would  be  In  favor  of 
a  tax  on  professionals  if  such  a  tax  was  fair  and  equitable.  There  are  various 
alternative  formulas  that  would  result  in  a  fair  and  equitable  tax  and  still 
generate  the  much  needed  additional  tax  revenue  sought  by  the  District  of 
Columbia,  for  example : 

1.  A  salary  allowance  for  incorporated  professional  firms  to  at  least  80 
percent  of  net  income. 

2.  A  1  percent  tax  on  gross  income. 

[Subsequently  the  following  additional  material  was  received  for 
the  record :] 
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Honorable  Romano  L,   Mazzoli 
Room  1212 

Longworth  House  Office  Building 
Washington^  D.  C.     20515 

Dear  Congressman  Ma^Eolit 

We  are  enclosing  an  original  one  copy  of  our  state- 
ment in  support  of  House  Concurrent  Resolution  370»     We  are  also 
forwarding  copies  to  all  members  of  the  House  District  of  Columbia 
Committee* 

Thank  you  for  the  privilege  of  submitting  these  state- 
ments for  consideration. 


Cordially  yours. 


58-735  O  -  75  -  15 
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Mr<  Chairman,  members  o£  the  Coram it tee: 

My  name  is  Leonard  A*  JasXiewicz,  and  I  am  managing 
partner  of  Grove ^  jaskiewica,  Gilliam  and  Cobert,  a  District 
of  Coluirtoia  law  firm  located  at  1730  M  Street,  Northwest,   We 
unanimously  support  House  Concurrent  Resolution  370* 


I.   STATEMENT  OP  POSITION 

The  District  tax  on  unincorporated  associations  which 
Housa  Conctirrent  Resolution  370  would  disapprove  violates      , 
Congress'  specific  prohibition  against  the  District's  taxation 
of  non-District  residents*  personal  incomes.  The  District's 
levy  is  therefore  a  proscribed  conmuter  tax*   it  represents 
the  very  "taxation  without  representation"  which  the  Honorable 
waiter  Pauntroy  has  decried  in  protesting  taxation  of  District 
residents. 

The  tax  imJAistifiedly  discriminates  against  profes- 
sionals who  do  not  reside  in  the  District  by  taxing  those 
individ^ials  at  a  higher  rate  than  similarly  situated  profes- 
sionals who  reside  in  the  District.   It  would  establish  a 
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dangerous  precedent  ^or  a  similar  levy  on  non-District  resi- 
dent Federal  civil  servants'  salaries. 

The  tax  ignores  the  substantial  contribution  pro- 
fessionals make  to  the. District's  economy  through  the 
multitude  of  existing  business  and  personal  taxes  we  pay 
and  through  the  substantial  sums  of  money  these  professionals 
and  their  staffs  spend  in  the  District.   Its  effect  will 
encourage  relocations  of  professionals^ and  their  practices 
to  the  surrounding  Maryland  and  Virginia  suburbs  and  will 
occasion  more  enqpty  office  District  space,  a  shrunken  tax 
base,  and  resultant  District  fiscal  problems* 


II.   THE  INTERESTS  OF  GROVE,  JASKIEWICZ, 
GILLIAM  AND  COBERT 


Grove,  Jaskiewicz,  Gilliam  and  Cobert  is  a  partner- 
ship of  five  attorneys  \rho   are  members  of  the  District  of 
Columbia  Bar.     We  enqploy  six  associate  attorneys,  five  of 
whom  are  members  of  the  District  Bar.     Our  support  staff 
includes  four  law  clerks,  one  bookkeeper  and  a  peurt-time 
assistsunt,  nine  secretzuries,  and  one  receptionist.  We  prac- 
tice before  various  Federal  administrative  agencies.  District 
of  Columbia  Courts,  the  united  States  District  Court  for  the 

T  2  - 


Digitized  by 


Google 


222 


■ 


District  of  Columbia,  the  United  States  Court  of  Appeals  for 
the  District  of  Columbia  Circuit,  and  the  United  States 
Supreme  Court.  We  represent  clients  located  throughout  the 
united  States  and  derive  the  overwhelming  proportion  of  our 
income  from  non-District  resident  clients.  The  partners  and 
associates  are  active  members  of  professional  associations 
such  as  the  American  and  District  of  Columbia  Bar  Associationsl 

One  partner  and  three  associates  reside  in  Maryland*] 
Three  partners  and  three  associates  reside  in  Virginia*   Only 
one  partner  resides  in  the  District,  we  employ  two  law  clerics 
and  five  secretaries  who  are  District  residents. 

We  now  contribute  substantial  tax  revenues  to  the 
District.   Between  August  1,  1974,  and  January  31,  1975,  we 
paid  to  the  District  a  total  of  $10,784.45  in  sales  tax  for 
office  supplies,  telephones,  furniture,  equipment  rental, 
personal  property  tax  to  the  District  government,  and,  in 
effect,  $4,252,45  in  real  estate  taxes  as  our  share  of  the 
real  estate  tax  levied  by  the  District  on  the  building  in 
which  we  lease  office  space,   in  addition,  we  also  pay 
$125.00  in  District  license  taxes  annually. 

we  regularly  contribute  to  various  District  chari- 
ties such  as  the  Metropolitan  Police  Boys  Club  and  the  United 
Way* 
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we  have  clients  who  regulzurly  come  to  the  District 
and  use  local  services,  such  as  hotels,  restaurants,  and 
transportation. 

We,  pzurtners  and  employees,  make  a  substantial 
contribution  to  the  District  through  purchases  of  local 
goods  and  services  such  as  meals,  clothing,  parking,  trans- 
portation, and  f'ecreation. 

We  also  have  provided  legal  services  to  indigent 
residents  of  the  District  of  Coltimbia  both  by  Court  appoint- 
ment and  on  a  voluntary  basis. 

We  therefore  directly  and  indirectly  generate 
substantial  income  for  the  District  and  contribute  to  it 
in  other  Ways. 

We  do  not  consume  significant  amounts  of  fuels, 
so  we  do  not  generate  imdesirsible  environmental  effects  as 
would  industrial  concerns. 

We  make  no  demsuid  on  District  schools  and  little 
demand  on  other  District  services. 

We  are  a  net  contributor  to  the  District's  economy. 

III.   .THE  ILLEGALITY  OP  ;rHE  TAX 
In  approving  home  rule  for  the  District,  Congress 
specifically  prohibited  the  District's  tcucation  of  income 
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•  •  •  The  Council  shall  have  no  authority 
to  pass  any  act  contrary  to  the  provisions 
of  this  Act  except  as  specifically  provided 
in  this  Act,  or  to  - 


(5)  inqpose  any  tax  on  the  whole  or  any 
portion  of  the  personal  income,  either 
directly  or  at  the  source  thereof,  of  any 
individual  not  a  resident  of  the  District 
(the  terms  'individual'  and  'resident*  to 
be  understood  for  the  purposes  of  this 
paragraph  as  they  are  defined  in  section  4 
of  title  I  of  the  District  of  Columbia 
Income  and  Franchise  Tax  Act  of  1947); 
P.L.  93-198,  §  602(a)(6). 


Sections  701  and  702  of  the  Internal  Revenue  Code 
of  1954,  26  U.S.C.  §§  701  and  702,  tax  partnership  income 
to  the  individuals  who  comprise  the  partnership.   There  is, 
therefore,  no  intermediate  entity  which  is  taxable.   By 
taxing  this  partnership's  income  or  that  of  any  professional, 
non-District  resident,  the  Council  has  openly  violated  this 
Congressional  legislation.  The  measure  is  a  commuter  tax 
which  selectively  seeks  out  the  professional  who  resides 
in  Marylsmd  or  Virginia. 

The  tax  further  discriminates  against  professional 
who  work  in  the  District  cuid  reside  elsewhere  by  taxing  them 
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it  a  higher  rate  than  professionals  i^ho  work  and  reside 
Ln  the  District,  As  the  Committee  Report  of  the  District 
;ity  Council  observed; 


under  present  law,  persons  filing  D,C. 
personal  income  tax  returns  may  exclude  from 
their  income  subject  to  such  tax  any  income 
which  is  subject  to  the  unincorporated 
business  tax.   This  exclusion  remains  in 
effect  and^  of  course,  would  be  applicable 
to  the  income  of  professionals  who  pay  the 
D,C,  personal  income  tax.   Committee  Report 
of  the  City  Council >  10^ 


\ 


Neither  Maryland  or  Virginia,  however,  provide 
euch  exclusions.  Maryland  and  Virginia  resident  professionals 

ill  thus  experience  double  taxation  of'  their  income  without 
the  exclusion  District  resident  professionals  enjoy.   By 
providing  its  constituents  this  "loophole,"  the  council  bares 
its  intent  to  only  effectively  tax  the  Maryland  and  Virginia 
commuter.   The  only  rational  basis  for  the  teuc  and  its  dis- 
tinction between  resident  and  non-resident  professionals  is 
the  latter s'  domicile  outside  the  District,  This  discrimina- 
tory and  suspect  classification  reveals  the  true  commuter 
nature  of  the  Council's  levy. 

Without  congressional  disapproval  of  this  tax,  the 
District's  power  to  tax  could  be  extended  to  its  logical 

i 

conclusion  through   the   imposition  of  similar  levies  on 
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Federal  en^loyees  %t^o  work  in  the  District  but  who  reside 
in  Maryland  eind  Virginia.  The  Council  would  surely  have 
justification  for  placing  the  many  Government  attorneys, 
who  practice  law  for  their  single  client,  under  the  tax's 
umbrella. 

Maryland  and  Virginia  professionals  who  practice 
in  the  District  had  no  opportunity  to  vote  for  members  of 
the  Council.  The  Council,  however,  has  enacted  a  tax  on 
those  unfranchised  individuals'  earnings.  This  is  the 
very  quintessence  of  the  "taxation  without  representation** 
against  which  the  District's  Congressmeui,  the  Honoreible 
Wcd.ter  Fauntroy,  has  argued  in  seeking  full  Congressional 
voting  representation  for  the  District. 

The  thousands  of  non-resident  professionals  who 
practice  in  the  District  make  a  substcoitial  contribution  to 
its  economy.   Through  direct  and  indirect  taxation,  employ- 
ment of  District  residents,  the  local  e3q>enditure  of  earn- 
ings, and   their  attraction  of  many  support  services  such  as 
printing  con^smies,  non-resident  professionals  are  a  decided 
asset  to  the  District.  The  Council's  tax  would  jeopardize 
that  contribution  by  providing  a  convening  incentive  to 
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relocate  ii\  Virginia  and  Maryland.   The  District's  Ipsa 
would  be  most  acutely  felt  by  the  District  residents  who 
depend  upon  non-resident  doctors ,  dentists ,  and  attorneys. 
The  many  District  office  buildings  dedicated  to  professional 
practices  would  lose  tenants  and  experience  the  high  vacancy 
levels  now  characteristic  of  New  York  City,  That  loss 
would  reduce  the  business  property  tax  revenue  the  District 
now  enjoys*   These  factors  may  well  cause  a  greater  finan- 
cial and  social  loss  to  the  District  than  the  council's 
tax  could  ever  recoup. 

We  therefore  strongly  urge  the  Committee  to 
favorably  report  House  Concurrent  Resolution  370. 

Respectfully  submitteds 


[jeonard  A. 

Managing 

Grove,  JasXiewica,  Gilliam 

and  Cobert 
1730  M  Street,  N.W, 
Washington,  DX-   20036 
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The  M^teopootan  Washington  Boabd  of  Thade, 

Wmhingfon,  B.C.,  September  IB,  1975. 
Hon.  Romano  L.  Mazaoli, 

Chairmati-,  h'ubeofumittec  mi  Fiscal  Affairs,  Uomniittm  tm  the  DiBtnut  of  Coi 
hia,  U.S.  Hoti»^  of  Reprcjsen.tiitvves,  Wa^hin^foti,  DM. 

Deae  Mb.  Mazzoli  :  We  appreciate  the  opportunity  to  provide  you  with  some 
obsen-ations  relating  to  the  D.C,  Revenue  Bill  No.  1-34.  As  I  am  &ure  you  are 
aware,  the  flseal  condition  of  the  city,  particularly  the  city's  1976  budget,  has 
attracted  substantial  Board  of  Trade  attention.  The  full  position  of  the  Board 
of  Trade  on  the  city^s  FY  76  budget  wa.s  adopted  on  April  1.  1975.  A  part  of 
that  position  is  the  understanding  that  selected  aegnienta  of  the  business  com- 
munity may  well  wish  to  present,  either  before  the  City  Council,  or  to  others^ 
their  individual  views  and  not  subscribe  collectively  to  the  Board  of  Trade  posi- 
tion. Therefore,  we  see  your  hearing  as  an  opportunity  for  these  individuals  and 
groups  to  present  their  views.  Our  collective  position  is  a  matter  of  record  and 
is  attached  for  your  conalderation. 

We  think  you  should  Isnow  that  throughout  the  long  process  beginning  in 
February  with  the  presentation  of  the  Executive  budget,  through  enactment  of 
the  D.C.  Revenue  and  Budget  Bills,  we  found  the  city  government — both  the 
Executive  and  Legislative  sides--to  be  cooperative  and  responsive.  The  Executive 
Branch,  during  the  process,  was  very  cooperative  in  providing  information  and 
explanation  relating  to  expenditure  and  revenue  matters.  They  gave  mucli  atten- 
tion to  our  concern.  There  were  public  hearings  held  by  the  Councirs  Budget  and 
Finance  &  Revenue  Committees.  More  than  a  dozen  open  meetings  of  the  Conn* 
cii's  Finance  &  Revenue  Committee  were  held  on  the  revenue  package  at  which 
sessions  there  was  interest,  discussion  and  understandingr  of  our  views.  It  is  our 
conclusion,  although  It  would  have  been  heipfnl  to  have  had  more  time,  that  thia 
first  year's  budgeting  process  under  the  new  city  government  generaliy  functioned 
well. 

ouu  POsmoN 


The  attached  was  presented  on  April  4,  1975,  before  the  Councii*s  Finance  um 
Revenue  Committee.  It  reflects  substantial  hours  of  our  members'  time  to 
analyze  and  prepare  a  constructive  response  to  the  proposed  1970  budget.  It  is 
important  at  the  outset  to  know  that  \ve  had  three  key  objectives  in  the  develop- 
ment of  the  plan:  {a)  Opposition  to  the  proposed  1  percent  receipts  tax;  (h) 
exjjenditure  reductions  so  as  to  achieve  a  level  of  increase  commensurate  with 
previous  years:  and  (o)  a  revenue  package  which  was  sensitive  to  the  economic 
climate  existing  within  the  District  of  Columbia  and  relative  to  the  fundamental 
principles  of  ability  to  pay  and  profitability. 

Our  position  was  responsive  to  reasonably  increased  city  revenue  needs.  It 
proiwsed  rate  increases  averaging  around  12^^  l>ercent  on  corporate  and  unincor- 
porated business,  banks  and  utilities  gross  earnings  Further,  we  recommended 
that  additional  revenues  could  be  generated  by  doubling  of  fines  on  auto  parking 
and  moving  violations.  These  items,  we  felt,  met  our  criteria  on  ability  to  pay 
and  pro  flta  bill  ty. 

Athe  same  time,  we  resisted  propissed  exi)enditnres  totalling  16  percent,  which 
was  5  percent  greater  than  Fiscal  1975.  We  felt  that  11  percent  the  average 
annual  increase  for  previous  years^  "wns  more  appropriate.  Accordingly,  we  prch 
posed  reductions  totaling  |47  million.  Action  by  the  Council  approximated 
figure.  More  details  on  our  iH>sition  are  contained  in  the  attachment. 


^ 


UNTHCORPOKATED  BTTSTIfESS 


1 


Much  has  been  written  about  our  recommendations  as  they  relate  to  unin- 
corporated business.  There  are  a  few  points  whicli  need  further  amplification. 
First,  the  record  .should  be  clear  that  our  membership  is  comprised  of  many 
professionals.  Professionals  of  many  categories  took  part,  in  the  formulation  of 
our  position  and  final  policy  adopted  by  the  Board  of  Directors.  It  remains  a 
fundamental  belief  that  everyone  shonld  participate  in  the  cost  of  government. 
Therefore,  our  recommendation  suggested  that  the  exemption  for  professionals 
under  the  unincorporated  basinet^s  franchise  tax  l>e  removed.  All  unincorpo- 
rated business  would  continue  to  pay  a  rate  similar  to  the  corporate  tax  cate- 
gory. However,  the  total  taw  li^MUit/  »hrmld  J^of  eit(}e€d  on^-haJf  of  1  percent  ffn}»9 
income.  At  that  time,  it  was  projected  tiiat  this  would  yield  an  increase  from  the 
unincorporated  category  of  about  ^4—4.5  million. 

The  city*s  revenue  needs  now  and  in  the  future  will  he  substantial.  Many  of 
these  increases  are  fixed  by  law  or  binding  agreements  .  .  .  such  as  METRO 
coets.  It  is  our  belief  that  the  Board  of  Trade  must  be  sensitive  ta  the  city's 
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revenue  needs^  plus  insleteiit  tjik>ii  expenditure  control  We  tMnk  onr  1976 
budget/revenue  position  rt^flet^ts  this  prineiple. 

We  encoumt^e  yon  to  weieh  fully  the  testimony  to  he  given,  but  weigh  It  against 
the  record  established  by  the  city  jfovernnient  in  its  worlc,  as  well  as  against  the 
need  for  appropriate  re\  enue  to  balance  Uie  budget.  Expeditious  conclusions  on 
the  D.O.  Revenue  Act  should  be  made  so  we  can  move  forward  in  this  first  full 
year  of  Home  Rule. 
Sincerely, 

JOfiEFH    H.    RH^Y, 

Attachment 

OOMMEITTS  BY   JOBEFH    H,    BiLET 

The  position  of  the  Metropolitan  WasMngton  Board  of  Trade  on  the  Mayor's 

I  proposed  1976  Fiscal  Budget  was  arrived  at  through  accelerated  work  of  our 

Economic  Development  Bureau's  Fiscal  Affairs  Committee,  indl vidua  1  effort  by 

members  of  the  Board  of  Trade,  and  consultation  with  other  groups  in  the  City* 

It  is  a  position  which  we  believe  to  be  responsive  to  the  City*B  programs,  and 

1  tervice  needs,  and  in  balance  with  the  ability  of  its  taxpayers  to  support  tihe 

I  proposed  revenue  elemeiits  necessary  for  1976  expenditures. 

L  We  underline  1976  because  we  feel  an  in-depth  study  must  be  undertafeen  im- 
[mediately  of  the  entire  budget  for  future  years.  We  reiilize  that  the  members  of 
[the  Council,  in  the  strict  time  frame  within  which  it  must  worl£,  cannot  make 
I  the  expense  analysis  needed  to  keep  reveniies  in  balance.  We  know,  because  we 
I  are  operating  within  the  same  time  frame. 

Our  Board  of  Directors,  at  a  spedal  meeting  on  April  1,  adopted  ttiis  position, 
[after  serious,  exhaustive  discussion  and  debate  on  recommendations  by  the 
[Fiscal  Affairs  Committee.  Individual  members  and  indu^ries  comprising^  the 
i  Board's  membership  may  have  different  or  varying  views  from  the  overall  Board 
of  Trade  position.  Individmil  members  of  the  Board,  as  we!i  as  other  organiza- 
Itions  have  come,  and  are  coming  l>ef ore  this  and  other  Committees  In  opposition 
'to  selected  elements  of  the  revenue  package,  detailing  bow  these  proposed  rec- 
ommendations will  impact  their  own  firms  and  industries.  We  urge  this  Com- 
mittee and  other  Committees  of  the  Council  to  pay  careful  attention  to  the  views 
^B  of  these  industry  representatives.  The  Board  of  Trade  supports  their  concerns 
^B  fully,  yet  it  is  our  view  that  the  position  we  are  presenting?  today  is  a  mmpoHte 
^Mupported  by  a  cross- section  of  the  bn Guesses  which  comprise  our  membership. 
^H  We  believe  it  is  a  responsible  position  and  it  represents,  in  our  view,  the  maa^i' 
^mmum  burden  which  can  be  borne  by  the  private  sector  during  the  upcoming  1976 
^B'fiscal  year. 

^T  The  elements  of  our  proposal  addre&s  hoth  the  revenue  and  expenditure  sides 
of  the  projected  budget.  We  do  not  think  you  can  separate  the  two.  The  Mayor's 
proposal  of  a  16%  increase,  the  highest  such  increase  proposed  since  1969,  we 
feel  is  too  excessive  in  view  of  the  times  and  conditions  of  our  local  economy. 
We  recognise  tliat  the  local  economy  does  not  suflFer  the  major  fluctuations  seen 
in  other  cities,  such  as  Detroit  or  Seattle.  I,  for  one,  do  not  intend  to  be  pessi- 
mistic about  our  economic  climate.  Certainly,  many  businesses  and  institutions 
are  making  a  profit,  and  income  levels  of  many  of  our  citizens  are  increasing. 
However,  it  is  easy  to  take  a  published  earnings  figure  of  one  store  or  view  ofl^ce 
construction  in  the  western  part  of  the  City  and  low  vacancy  rate  for  commercial 
space,  as  well  as  other  factors,  and  believe  all  is  well.  TTn fortunately,  we  forget 
some  important  indicators  of  our  local  economy.  Today,  more  than  26,000  of  our 
residents  are  unemployed.  Even  in  times  of  national  projipeHty,  the  average 
length  of  stay  on  the  D.C.  unemployment  compensation  roles  was  2L8  weeks, 
the  highest  in  the  country.  There  still  exii^ts  a  mowing  gap  between  the  groiMrh 
of  retail  sales  in  the  City  versus  the  snhurbi?.  Our  Retail  Burean's  store  statistics 
project  reports,  after  making  appropriate  adjustments,  that  for  1974,  business 
sales  In  the  downtown  area  were  9%  helovT  the  stihnrbs.  Studies  by  groups  such 
as  the  Washington  Center  for  Metropolitan  Rtudies  show  substantial  underem- 
ployment in  the  City,  all  at  a  time  when  there  ni-e  fewer  private  businesses  in 
the  City  than  1970,  701  fewer  private  businesses,  to  be  exact  This  is  a  City  which 
in  the  private  business  sector,  very  small  or  medium  size  firms  compVi.se  the 
majority  of  its  business  base,  small  printing  shops,  retailers,  service  station 
operations,  comer  groceries,  personal  service  firms,  etc.  All  take  part  in  pro- 
viding jobs  and  services  to  onr  residents,  and  support  the  tiix  base  of  the  City. 
These  businesses  will  be  affected  by  the  revenue  package  proposed  to  this  Council 
by  the  Mayor. 

As  previously  stated,  our  recommendations  fall  In  both  revenue  and  expendi- 
ture categoHes,  Average  expenditure  growth  In  this  City,  over  the  past  5  years 
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has  been  approximately  11  percent.  This  year's  proposal  of  16  percent  Is  to 
high  and  should  be  tiujiisted.  Accordingly,  we  recommend  the  following  actio 
to  this  Committee:  A  5  percent  rednctlon  in  the  overall  budget  proposal  sulj 
mltted  by  the  Mayor*  Thia  would  yield  a  $47,647,153  adjustJuent  in  the  propos 
$1  billion  budget  submission. 

A  suggestion  as  to  how  this  5  peii^eiit  adjustment  factor  can  apply  is  beic 
submitted  to  this  Committee,  WMle  not  all  agencies  need  experience  a  5  pereen 
adjustment,  some  may  have  no  decrease,  some  10  or  more  percent.  The  objectivd 
should  be  to  seek  an  overall  o  percent  adjustment  or  a  $17,tt47,153  bottom  ling 
reduction.  We  feel  this  is  an  equitable  appro acli  for  the  Council  to  take  as  we 
as  the  overall  City  administration.  We  are  certain  that  during  the  hearings  be 
fore  various  Committees  of  the  Council,  there  has  b^n  a  more  appropriat 
identification  as  to  where  adjustments  can  be  made. 

We  are  supportiDg  and  encourage  action  by  this  Committee  on  the  follov 
revenue  items  submitted  by  the  Mayor,  with  some  minor  adjustments. 
—Increase  in  motor  vehicle  registration  fee,  fuel  tax,  and  excise  tax — yiel<^ 

$18.8  million. 
—Extension  of  the  5  percent  sales  tax  to  parking— yield  $1,9  million. 
— Increase  in  deed  recordation  tax  witli  a  graduated  schedule — yields  $2^^ 

miUiom 
[  — ^Inerease  in  water/sewer  service  fees — yield,  $7.5  million. 
P  The  Board  of  Trade  does  not  support  increases  in  gross  earnings  and  groi 
receipts  taxes  as  proposed  for  banks,  savings  and  loans,  and  public  utilities.  W| 
completely  oppoae  the  addition  of  the  ncic  busineg,'i  i^nvilcge  i<w?,  a  tax  whic 
has  no  relationship  pro  Jit  ability  of  an  organization,  is  accepted  as  a  hlddefi  pa  #9 
thr&uffh  cost  to  consumers,  and  la  regresm^tw  m  its  treatment  In  both  of  the 
areas,  we  propose  to  this  €<»mmittee  and  the  full  Council ^  alternati^ 
recommendations : 
—An   increase   ia  corporate   income   tax  rate   by  12^   per^^ent — yield,   $3.| 

million. 
— A  change  in  the  unincorporated  business  franchise  tax  rate  of  12^  percent- 
yield,  ^03  million. 
Both  of  these  alternatives  relate  to  an  organization's  aUUty  to  pa^,  and  Chan 
the  tax  rate  from  8  x>ercent  to  9  percent : 
^Eemoval  of  professional  exemptions  in  the  unincorporated  business 
category,  setting  the  rate  at  9  percent  of  net  income,  but  not  to  exceed  % 
l-percent  gross — ^yleld,  $4.0  million. 
We  recognize  that  further  revenue  support  should  come  from  thi,g  segmeB 
of  onr  community.  This  may  be  a  reasonable  approach  to  professionals,  withoa 
attempting  to  drive  tliem  from  the  City. 
^12*4 -percent  Increase  in  the  gross  earnings  tax  rate  applied  to  banks  ac 
savings  and  loans,  which  would  change  their  rate  from  4  percent  to  4,5  ] 
cent  and  2  percent  to  2.25  percent,  respectively. 
—A  slmiiar  12i^-percent  change  in  gross  receipts  tax  for  puhKc  utilities  cba 
ing  that  rate  from  5  percent  to  5.6  percent-— combined  yield,  $3.8  million. 
— Increased  enforcement  of  parking  violations  and  increase  in  fines — ylelijj 

|5.0  million. 
— A  doubling  of  the  parking  meter  rates — yield,  $0.5  million. 
There  should  l)e  a  greater  effort  in  both  enforcement  and  collection  of  parlj 
ing  violation  notices,  as  well  as  a  doubling  of  fees  for  such  offenses.  Bolh  of  tbes 
later  Increases,  in  addition  to  revenue,  offer  other  advantages,  sncb  as  improv^ 
ment  in  air  qualUy  by  improving  velxicle  flow  in  the  City  streets,  increasln 
accessiUliti/  to  &«dnc*»,  as  well  as  serving  to  encourage  ma»»  frtmsit  use. 
—Increase  in  cigarette  tax  from  6  cents  to  8  cents — yield,  $2.4  million. 
The  total  yield  of  these  seven  recommendations  Is  $194  milUon^  These  ne 
proposals,  plnn  those  items  of  the  Mayor's  budget  whicb  we  support,  generati 
new  revetmes  totaMn^f  $45.3  milUon.  We  believe  that  this  $45,3  million,  take 
In  concert  with  our  5%  expenditure  adjustment  recommendations,  will  lead 
a  prudent  and  balanced  budget  during  these  economic  times.  We  are  providin 
more  detailed  recommendations  and  submissions  on  each  of  our  recommendation 
We  are  pleased  to  see  that  this  Conunittee  and  others  of  the  Council  hav 
begun   to  address   the  need   for  economic  gr{)wth.   It  is   with  a  healthy   an 
growing  economy  that  the  City  will  be  able  to  sustain  the  expense  of  goverumentj 
There  is  very  little  in  this  $1  billion  proposed  budget  which,  in  our  opinion.  fiieeh 
to  close  the  continuing  exijenditure-revenue  growth  gap.  UndprutiliKed  land^  ne 
jobs»  the  need  for  improved  services,  opportunities  for  local  entrepreneurs,  an 
economic  stimulation  to  develop  a  strong  and  growing  tax  base,  have  to  be  give 
a  major  priority  in  the  work  of  this  Committee  and  others  of  the  Council.  Recog 
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nize,  that  in  tills  proposed  76  budget,  we  are  a^eemg'w  somi^ew  progflms 

'  an<i  tax  increases,  since  time  did  not  allow  in-deptli  study  af  Individual  operat- 

,.ing  departments.  The  multUjear  projections  show  seriowa  fwtiire  flDancial  prob- 

riems  which  we  may  not  be  able  to  accept  without  more  tn-depth  understanding. 

T      We  are  discussing  internally  the  merits  and  concerns  associated  with  the  non- 

I /resident  income  tax  Our  feelinja:s  will  be  made  known  on  these  matters  some  time 

I  In  the  near  future.  Similarly,  the  Board  intends  to  devote  a  major  effort  In  1975 

to  studying  some  of  the  longer-range  budgeting  problems  which  confront  the 

City.  Meanwhile,  the  Board   will  join  with  the  Council  and  City  to  get  full 

^Congressional  authorization  of  the  federal  payment  of  $254  million.  Our  member- 

L«hlp,  and  we  are  sure  the  community,  too^  sees  regressiveneaa  in  many  of  our 

|itaxea.  Yet.  with  such  short  time,  we  reluctantly  support  some  changes  for  '76. 

j>Our  Fiscal  Affairs  Committee  will  keep  taxes  in  their  work  plan  for  the  balance 

|.of  the  year.  We  hope  tJiis  Committee  would  consider  appointing  a  broad-based 

ftask  force  to  study  tax  improrement  dnriiig  thia  year.  The  Board  of  Trade  wonld 

|«like  to  be  a  part  of  that  effort. 

EXPENDrrtlRES 

I  S  percent  adjustnmnt 

The  Mayor  is  to  be  congratulated  for  hJs  effort  to  curtail  expenditures.  Over 
^the  past  6  years,  the  City  budget  has  been  increasing  at  an  average  rate  of 
f^approxlmately  11  percent.  This  year's  budget  increase  of  16  percent  or  more,  is 
[^excessive,  in  view  of  the  community's  needs  and  ability  to  pay. 

We  understand  the  efforts  requiring  operating  departments  to  absorb  expected 
kpay  increases.  On  the  other  band*  there  is  a  net  increase  of  1425  new,  funded 
^positions,  even  though  546  vacant  positions  are  belngf  eliminated.  Accounts  payable 
1  by  the  City  at  year-end,  continue  to  increase.  While  we  are  not  convinced  that 
\un  11-percent  average  Increas^e  la  appropriate,  we  do  support  this  level  of  change 

in  FY  -76  due  to  tJie  increased  demands  placed  on  the  City  with  Home  Rule,  The 
^Council  should  know  that  most  recent  figures  avaJlable  (TO-71)  from  the  Ad- 
^Tisory  Commission  on  Intergovernmental  Relations,  show  per  capita  exjjenditure 

tor  the  City's  general  operating  budget  at  $1145.  The  national  average  is  |74T, 
I* Maryland  is  |827,  and  Virginia  iS96. 

RKCOM  ME  NIDATION  S 

AocGrdingljf,  we  recommend  a  5  percent  adjustment  itH  percent  Jess  11  percent) 
|*ln  the  $1M72  milUon  bttdffet.  The  Council  nhoiM  kejsp  in  mind  that  OJn  addiiiotml 
y^SOO  miUi<m  is  availaMe  to  the  City  in  federal  grants.  These  grants  put  the 
J  ot^erall  resources  ai?ailahlc  to  the  City  at  $1M09  million,  or  18M  percent  more  than 
^fiseal  1975.  5  percent,  therefore,  seem^  completely  reasofiable.  The  attached  sched- 
ale  illustrates  how  such  an  increase  could  apply.  Some  departments  jnay  eipe- 
k;rienee  an  adjustment  of  5  percent,  others  less.  Yet,  the  overall  effect  shall  be  to 
).teduce  $47  million  from  the  proposed  total  budget  figure. 

Below  are  several  areas  which  the  Council  and  its  individual  Committees 
I  ehould  keep  in  mind  w^hen  viewing  the  co^t/efflclency  of  various  City  operating 
I  departments.  These  items  are  presented  as  background  information,  and  are  not 
Lto  be  construed  as  the  areas  to  consider  for  implementation  of  a  5  percent  adjust* 
Qment  factor.  In  some  cases,  for  example,  tbere  may  be  little  which  the  Council  can 
^do  in  terms  of  a  reduction.  For  example,  most  of  the  money  in  the  manpower  area 
^comes  from  federal  funds:  debt  service  costs  are  due  on  previously  issued 
[capital  obligations.  The  items  below,  therefore,  should  be  viewed  as  guideposts 
pnly. 

POSSIBLE  AREAS  FOR  ADJUSTMENT  IK  FISCAL  YEAR  1976  BUDGET 


Operathg 


Fiscal  year 
1975 


Ptfcent 


fiscal  year 
1976  budget 


5  p«rc«nt 
adjustments 


[%«BQr3l  (operating  ejipftnsi ._,^ , ... ...  $82, 529. 5 

TEdLication 223,121.2 

fpublic  safety,  _.....„.... 231,974.0 

Blttcreation_...._,. __. .__._.^_^  15,758.7 

HumaEi  rtioufcas, ._._. ^ , ^, ._.._  234^8t5.3 

,  Hithwav5.'traffic._ . „  2ej77.4 

r  f  nvifonmental  serviced .,_ ,  —  57, 010. 0 

tDeM  service.. „. ._,... 49,067.0 

Haims/sujts, __,_ .......  200.0 

Total .--.,,...... ..  920,733.0 


+5t4 
+112 

+4.5 
+13.5 
+15.6 

+4.4 
+216 
+33.2 
-70.5 


5124,736.1 

252,530.4 

242,507.1 

17,886,6 

271,584.5 

27,434.1 

70,487.8 

65, 380.  e  . 

59.0 


|4, 074, 503 
12, 626. 50O 
12,125,350 
860  J80 
13,331.675 
1,322,15S 
3,306,190 


mo     1.072.606.3        47,647,153 
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The  above  represents  liow  a  5  percent  adjuatmeut  oould  be  appliedl  and  la  pro- 
vided for  illustration  purposes.  (Some  agencies  may  experience  less  than  5  per- 
cent, otiiers  could  undergo  more,  with  the  ohjectiTe  being  to  achieve  the  $47.6 
million  reduction.  Exact  application  of  the  5  percent  adjustment  is  subject  to 
action  by  individual  Couneii  Committees,  with  adoption  required  by  the  fnll  City 
Council,  Figures  do  not  include  additional  ?305  million  to  be  received  in  Federal 
assistance. 

Department  of  Human  Resources  Study 

In  1972,  the  Board  of  Trade  reecived  a  request  for  assistance  in  performii] 
some  management  review  work  in  thba  newly  created  stiper  agency.  Accordingly ^ 
the  Board's  Public  Sector  Advisory  Committee  assembled  a  consulting  team  from 
Board  of  Trade  member  firms.  A  representative  from  the  firm  of  McKinsey  & 
Company  chaired  the  project  for  the  Advisory  Comjoaittee  in  its  review^  of  the 
Department  of  Human  Resources,  Copies  of  the  full  text  are  available  through 
the  Department.  Attached  is  a  summary  report^  given  to  the  Board  of  Trade, 
delineating  the  management  improvements  developed  for  the  Department. 

la  short,  some  31  management  reconunendations  were  made  to  the  Department 
Those  given  the  highest  priority  by  the  consulting  team  were  estimated  to  pro- 
vide ^JO  miUion  in  improvements,  Aiao  attaehed  is  a  copy  of  the  Departmeut's 
response  to  the  study,  dated  October,  1S>73-  The  Council  may  well  be  interested 
in  examining  the  current  status  of  these  recommendations.  Of  further  interest 
to  the  CouDcil  are  the  most  recent  per  capita  expeases  for  health  and  hospitals. 
Nationally,  this  expenditure  is  $56;  Virginia  is  $39,  and  Maryland  is  $62.  The 
District  of  Columbia  is  $155,00,  and  in  the  current  budget,  $10  million  addl-, 
tionai  dollars  are  being  requested  for  new  programs. 

Department  of  Manpower/ District  Unem^^lot/ment  Compensation  Board  Studu 

The  Board's  Public  Sector  Advisory  Committee  also  concluded  for  the  City  a 
review  of  operations  of  the  Department  of  Manpower  and  the  District  Unem- 
ployment Compensation  Board.  The  Manpower  Department  was  transferred  into 
the  City  in  July,  1974.  The  Unemployment  Compensation  Board  is  responsible 
for  the  overall  administration  of  the  Citys*  unemployment  compensation  pro- 
grams, speelhxially,  the  administration  of  the  unemployment  compensation  trust 
fund.  The  study,  while  not  attempting  to  quantify  the  cost  implications  of  its 
recommendations,  does  indicate  where  improvemeota  in  administration  can 
occur.  Several  of  the  recommendations  contained  in  this  report  have  been  ini- 
tiated by  the  individual  agencies.  Copies  of  the  report  have  been  dehvered  to  the 
Council. 

In  the  projected  '76  budget,  the  Board  of  Trade  urges  the  Council  to  give  full 
support  to  the  ret] nested  $4.7  miUioa,  to  cover  the  City's  share  of  the  cost  of 
unemployment  compensation  paid  to  former  B.C.  goverament  employees.  For 
several  years,  inadequate  money  was  provided  in  the  City's  operating  budge 
causing  it  to  fall  behind  in  Its  reimbursement  to  the  Unemployment  Compens 
tion  Trust  Fund. 

Biff  her  edumtion 

Attached  are  projections  showing  various  features  asociated  ivith  the  cost  of 
higher  edu cation.  These  projections  were  made  by  the  Fiscal  Affairs  Committee 
of  the  Board  of  Trade,  and  are  m  line  with  accepted  accounting  procedures  re- 
lating to  the  cost  of  higher  education  as  applied  in  other  jurisdictions  through- 
out the  country.  The  underlying  tlieme  of  these  projections  is  tlie  cost  to  be  l>orne 
by  City  taxpayers.  Various  options  are  contained  on  the  attachment  which  the 
Council  might  wish  to  consider. 

Debt  services 

The  Board  of  Trade  Is  very  concerned  w^ith  the  increase  in  debt  service  costs 
over  the  next  four  years.  The  |ft5  million  projection  In  tliis  year's  hydget  will 
increase  to  |96  mlUion  in  1077,  $115  million  in  1978.  $125  million  in  1979»  and 
1 137  million  in  1980.  \^^lile  the  Board  recognises  that  current  City  projections 
do  not  show  debt  services  as  Increasing  beyond  the  14^  percent  Omitatlon  con- 
tained in  the  Home  Rule  Charter,  it  has  serious  questions  about  the  ability  to  con- 
tinue further  capital  budget  authorizations  in  line  with  the  Mayor's  long-term 
projections  to  improve  the  City's  physical  plants.  Monies  for  these  debt  senice  in- 
creases could  tie  used  in  other  program  needs  of  the  CUy*  ft  is  sufff^cstcd  that 
the  Council  apply  a  15  pero^nt  reductinu  in  the  capital  budget  for  197&  to  under- 
ncore  its  eoti4^et*n  with  Iht'  ificreasinff  debt  service  costs.  Further,  in  view  of  the 
City's  tncreasing  net^d  for  revenue,  the  Bfjard  continues  to  maintain  that  while 
new  recreational,  library,  and  educational  facilities  are  necessary,  so  Is  there 
a  need  to  use  the  capital  budget  in  programs  which  generate  direct  tax  reve 
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COST  OF  HIOHHC  EDITCATIOJT  WITHIN  THE  OlSTRlC?r  OT  VOlAJUBJA 

The  cost  project loni3  made  in  the  following  analysis  were  prepared  by  the 

[Board  of  Trade's  City  Fiss'Cal  AlTairs  Committee.  The  projections  for  the  cost 

I  of  higher  education  are  made  in  accordance  with  generally  accepted  accounting 

I  procedures,  utilizefl  in  most  areas  of  the  country.  The  student  and  dollar  amounts 

were  drawn  from  published  City  government  figures. 


[Residents  of  tlie  District  of  Columbia .- ^___ 

^Residents  of  the  District  of  Columbia  employed 

HISHER  EOUCAUON  ONU 


_ 7saooo 

—^ 332,000 


Eniotlinenft 


Budget 


WashinglanTwhnicaHnslitiite 3,2K  513,808,600 

I  teistrict  of  Columbia  Touchers  Cotl«i9„„ ...._„..  .__,„-... .__._._.___             2,  D15  5,  ZS3, 900 

jfedefal  City  Collet*,, ,„,„_,.„„„..,„.,.,_. , _„..„              5,928  23,780,900 

-,          TlrtsL. ....„.„_.......„„„..„....... -_...             11,235  42,873,400 

ipqarclof  Higher  Education  COTti_,_ _. .— .. .-. 157,700 

Tots! ._.„.. . .,_„.„.„„. .,, 43,031,100 

isti mated  debt  scrviw... ,„,, _,,., ...„_.vJiI., ..-,^__„,„-, ._.__.  25,000.000 

Total  annual  opflratine  budset .-.,... ................ ._.....  69,031,100 

Annual  cost  per  student— 

Before  oebt  service. .... .. .... ................. .................. . .... 3, 830 

With  debtservke. _ , _.,. „ 6,055 

hr>nual  cost  of  all  District  of  ColumbiB  fesidents  for  higher  educfttion  &B,03 1,100 -^ 7 39,000 92 

"Uinual  costoJ  employed  District  of  Col umbii  residents  forfiigher  edocition  68.031400-5- 

332,000 , .,.,. „. „,„.„ .,,  204 


J.a8UMIN0  OBADUATE  WOBK  IK  THE  OOT^BOLIDATEIJ  UlfflViaeiTT  Of  niSTEICT 

OF  COLUMBIA 

Currently  some  graduate  level  courses  are  t>eiiig  provided.  Assuming  that  the 
anBolidated  schools  provide  graduate  programs,  the  following  projections  are 
oade. 
General  formulas  used  by  most  states  In  f unding^  tiieir  graduate  programs : 

Master  |=2X  undergraduate  cost 
Ph.  D.  $=4Xu3ridergraduate  cost 

Also  undergraduates,  on  the  average,  comprise  %  of  the  university  population : 

1916  projected  enrollment^..— 11,235 

Estimated  graduates . ^__ ,__ 2, 808 


University  graduates _^_ ^ ^_^_  14, 043 

Ufiing  the  %  to  %  graduate  school  formula ; 

FO'third  at  Masters  level .. ^__ 1,872 

>ne-third  at  Ph.  D.  level. . ,,__  936 


Total ^ _-_.. . __„,^ 2, 808 

Cost  projections  for  full  university : 
Judergraduate : 

1976  per  student  cost  before  debt  service , . $3, 830 

Debt  service  diYlded  by  14,043  students .— ^ 1,  780 


Per  student  cost— „^-_. ,-^^^ ^___^ ^___  5,010 

Sasters  level : 

2  times  undergraduate  costs  before  debt  service ^  $7,  660 

With  debt  service.-— ^ „ , 1,780 


Per  student  coat _.,. ^_., _... ,._ ^.__        g,  440 

D.  level — 4  times  undergraduate  cost  equalf^  $15,320 : 

Totitl  cost  full  grraduate  program  District  of  Columbia  University : 

Undergraduates  ($5,010X11.235) „,_ _, _._. ..^_  $63,028,350 

Masters  level    ($9,440X1.872) ,.„-,^-,....— ^— ._.     17,671,680 

Ph.  D.  level  ($15,320X936) — ^ —    14,339,520 


Total  — . — _ ^ . ^    95, 039, 650 
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Atraual  cost  of  all  Blatriet  of  Golmnbia  residents  for  Hlglier  ] 

cation : 

95,039,550  divided  by  739,0O0=|128,0O/yr. 
Annual  cost  of  employed  DiiJtrict  of  Columbia  resldenta  for  Higher  Education^ 
05,039,550  diTided  by  332,000=$2S6,00/yr, 

Observations : 

1.  Policy  of  D.C.  is  open  admassions ; 

2.  Current  average  stixdent  costs  of  D.C*  colleges  per  year  for  tuition 
fees--$105,00 ; 

3.  Births  nationally  declined  by  23%  from  1960-70.  1980  children  are  noij 
in  9th  and  10th  grades.  College  age  children  will  decUnc  in  ntmibers  by  23^' 
betw-^een  1978-B8; 

4.  College  and  university  plants  nationally  are  overbuilt.  Room  is  ava 
able  on  public  and  private  campuses ;  and 

5.  Cost  of  education  (undergrad.)  in  DX.  colleges  is  $3830.00  per  atuden 
per  year.  Tuition  (price  of  education)  at  private  D.O.  colleges  is  approi 
$2800.00  (undergrad). 

Options  for  City  Council  Consideration: 

1.  Encourage  the  establishment  of  enrollment  ceilings  for  the  unlverextle 
and/or  individual  colleges; 

2.  Increase  the  current  student  faculty  ratio  whlcli  average  around 
to  1; 

3.  Contract;  for  educational  services  for  e^Eistlng  colleges  and  universltie 
here  and  elsewhere ; 

4.  Establish  tuition  charges  and  fees  for  non-resident  students  and 
cost  tuition  and  fees  for  D,C.  residents  raised  to  help  offset  operating  defl 
ciencies;  and 

5.  Subject  bond  issues  for  additional  capital  construction  for  edncatioD 
facilities  to  general  referendum. 

B£VE:ni7£   ICEASUaCB 

Proposed  ea^ecuti^e  revenue  itemi 

The  following  is  a  summary  of  the  Board  of  Trade's  views  on  the  various  re^ 
nue  measures  propo^sed  in  the  FY  1976  Bxecntive  Budget: 

Increase  in  motor  vehicle  registration  fee,  fuel  tax,  excise  tax;  yield  $18, 
million  (snpport). 

The  Board  of  Trade  supports  this  fee,  although  it  recognizes  the  penalty  ll 
places  on  lower  income  residents  who  must  use  motor  vehicles.  There  are  two 
factors  upon  which  this  support  is  based :  fir  at,  most  of  these  funds  will  be  ear^ 
marked  for  a  Metro  system,  and  secofid^  mauy  of  the  motor  vehicles  to  be 
eluded  either  under  registration  fees  or  excise  taxes,  are  fleet  or  company  owni 
vehicles  and  therefore  costs  would  be  borne  by  the  business. 

Extension  of  sales  tax  to  parking  r  yield  $1.9  million  (support  with  modlfica 
tions). 

We  support  the  extension  of  sales  tax  to  parking,  but  recommend  that  it  he 
the  5%  rate.  This  Is  the  general  sales  tax  rate,  and  covers  many  other  automoti 
related  expenses  to  which  the  5%  sales  tax  is  applied ;  car  leasing  and  repair  ai 
two  examples.  While  it  is  recognized  that  a  portion  of  this  tax  applies  to 
coming  commuters,  it  must  not  he  overlooked  that  substantial  numbers  of  ^ 
pie  using  parking  facilities  are  D.C.  residents.  The  5%  therefore  is  more  equitabl 
and  in  line  with  existing  practice  for  auto-typ*?  usage.  To  offset  this  change  froi 
the  Mayor's  Executive  Budget,  alternative  proposals  are  contained  in  this  seotioi 

Increase  of  deed  recordation  tax;  yield  $2.0  million  (support  wit) 
nn  id  ifica  tions)* 

This  measure,  like  such  others,  is  regressive  in  nature,  and  we  would  proL 
therefore,  the  Committee  consider  a  gradimted  »cale.  For  example,  frmn  oni^hUi 
of  J  percent  for  krwer  priced  properties  to  2  percent  for  higher  priced  ones.  T] 
would  certainly  aid  lower  income  families,  as  well  as  provide  a  more  progreasi' 
approach  to  this  fee. 

Business  Privilege/Gross  Receipts  Tax  :  {oppose). 

AUemative  recommendations  for  this  are  contained  further  in  this  etatemeni 
This  tax  will  (le  very  damag:ing  for  the  local  economy.  Three  major  deterrent 
are  cited  by  tax  experts  against  this  type  of  tax :  (a)  this  tax  has  no  relationshi\ 
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to  the  economic  auryival  of  a  flrm ;  a  business  must  pay  whetlter  it  has  a  profit 
or  not;  (b)  aucti  a  tax  ie  merely  hidden  Into  the  cost  of  ^oods  and  aerylees  and 
passed  through  to  the  consumer,  therefore  raising  prices;  (c)  It  la  reffresHve 
in  its  treatment  of  various  income  levels  in  the  City. 

We  recogniie  that  this  tax  does  exist  In  other  jurisdictions,  both  locally,  and 
in  other  statesi.  It  exists  under  many  different  names,  but  based  on  the  gross 
receipts  of  a  business.  In  other  juriadictioas,  however,  this  tax,  and  many  of  the 
other  taxes  applied  are  lower.  In  most  other  areas  where  such  a  tax  exists,  the 
sales  tax,  for  example,  Is  lower.  Or,  if  it  is  related  to  a  licensing  procedure,  snch 
as  in  several  of  tlie  northern  Virginia  counties,  the  license  is  based  upon  the  gross 
receipts  of  the  business  with  an  established  but  modest  level.  The  proposed  1 
percent  to  our  knowledge,  wonld  be  the  highmt  in  the  nation  for  such  a  tax,  Xt 
appears  that  little  or  no  consideration  Is  b^ing  given  to  the  impact  of  such  a  tax 
on  the  majority  of  firms  existing  in  this  City,  which  fall  into  the  small  or  medium 
categories.  In  the  case  of  the  proposed  exemptions,  they  are  inadequate,  since 
the  tax  applies  to  all  categories  of  business  throughout  the  City.  It  la  particularly 
onerous  to  businesses  in  which  la  addition  to  size,  exists  on  a  high-volume,  law* 
markup.  In  several  cities,  New  York  and  Pittsburgh,  for  example^  such  a  tax  has 
been  repealed. 

Increases  in  Gross  Earnings/Gross  K^ieipts  Rates — Banks/ Savings  &  Loans/ 
Public  Utilities  i  ( oppose ) . 

These  organizations  are  making  stibstantial  payments  into  the  City  already, 
based  upon  the  current  gross  earnings/receipts  rates  established  for  these  busi- 
nesses. Particularly  in  the  case  of  utilities,  the  regulatory  bodies  do,  and  must, 
allow  such  charges  Xo  be  passed  through  to  customers.  In  the  case  of  financial 
institutions,  there  is  little  or  no  ability  for  a  direct  pass-through.  It  is  recom- 
mended that  an  alternative  increase  be  considered  for  these  businesses  and  is 
shown  further  in  the  statement. 

g  I      The  Board  supports  $25.9  million  of  new  revenue  as  proposed  by  the  Mayor. 

k^^  summary  of  these  taxes  is  shown  on  the  attached  chart 

^^  Proposed  eipemiii^m  revenue  itemB 

'^  Item  Tietd  in  mUiGnit 

Increase  in  motor  vehicle  registration  fee_^^-^ •^. — .- .  |12.  0 

Increase  in  motor  vehicle  fuel  tax ^_^_____^ 5. 0 

Extension  of  sales  tax  to  parking  (adj,  to  5  percent  rate)— 1,  9 

Increase  In  motor  vehicle  excise  tax,^^ — ^ . ^—      1-  8 

Increase  in  water/sewer  service  fee _ . ^ 7.  5 

(Total  - — -^ ^ ^— ^ 2a  2 
hcrease  deed  recordation  tax— maximum  yield  (adj.  to  rates  at  current 

value)   ^ -^^ 2.0 

Total  new  revenue-^.^ ^^-^ 30.20 

Idj.  tax  relief  measures ^^ — ^-^- 4,25 

Total  — — - ^^. -^- S5'  **5 
PBOFOSED  BOAED  OF  TBABE  KEVEl^tTE  ITEMS 

Corporate  income  tax  rate 

The  Board  of  Trade  opposes  the  new  business  privilege  tax  because  of  its 
impact  on  consumers  and  its  lack  of  relationship  to  profitability*  The  Board's 
membership  is  willing  to  support  a  tax  increase  which  has  a  direct  relationship 
to  profitability.  Even  though  forcing  the  District  to  be  further  out-of-llne  with 
adjacent  jurisdictions,  we  are  confident  that  this  opinion  is  shared  by  other 
businesses  throughout  the  City,  Therefore,  a  121^^  percent  Increase  in  the  corpo- 
rate income  tax  rate  is  proposed.  This  changes  the  tax  rate  from  its  current  8 
percent  to  a  new  rate  of  9  percent.  The  total  yield  on  this  new  proposal,  based 
upon  current  collections  at  8  percent,  indicates  new  money  would  be  available 
to  the  City  totalling  $B,2  million. 

Inorease  in  unincorporated-  business  ^aa? 

Those  businesses  currently  not  incorporated  fall  into  the  unincorporated  bnsi- 
less  franchise  category.  The  existing  rate  is  similar  to  that  of  the  corporate 
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rate,  but  tfiere  are  different  provisions  for  exemptions  and  dednetlltle  eorpensea 
Therefore  the  Bo^ird  recommends  that  this  12 M»  percent  increase  be  applied  to 
this  category  establishing  a  0  percent  tax  rate.  This  is  supported  m  well,  because 
of  its  retatlonship  to  profitiibility. 

Removal  of  profemional  exemption 

Currently^  tinder  the  unincorporated  bijstness  tax,  professionals,  coYered  by 
tbe  Professional  *SerTices  Act^  are  exempt  from  the  tax.  This  category  does  pay 
a  licensing  fee  annually,  at  a  $25  rate.  It  is  recommended  that  to  provide  an 
equitable  treatment,  plus  generate  income  for  the  City,  that  this  professional 
exemption  be  removed  for  the  unincorporated  business  tax  eatei^ory^  and  that  a 
rate  of  9  percent  be  applied,  not  to  exceed  Vj  of  1  percent  of  gross.  It  is  estimated 
that  $4  million  of  new  money  would  be  generated  during  the  first  year.  This  tax 
should  be  eliminated  if  a  non-resident  income  tax  is  enacted  by  the  City. 

Proposed  increage  to  banks/ savin ff»  and  loans/publie  utUUies 

As  said  earlier  in  the  statement,  vre  feel  these  businesses  are  making  anbstan- 
tlai  tax  contributions  to  the  revenue  base  of  the  community.  An  increase  in  rates 
as  originally  proposed  by  the  Mayor  would  only  increase  tbe  existing  inequltyt 
particularly  since  pass-through  of  these  increases  is  inevitable*  As  a  stop-gap, 
we  recommend  that  the  12 Vj  percent  increase  be  applied  to  bankSn  savings  and 
loans'  grass  earninga  rates,  and  gross  receipts  rates  affecting  public  utilities. 
The  changes  in  tJiese  rates  would  be :  hanks,  4  percent  to  4-5  percent ;  savings 
and  loans,  2  percent  to  2.25  percent ;  public  ntilities,  o  percent  to  ^.6  percent.  The 
yield  on  these  increases  will  be  $3.8  million. 

Increases  in  parking  enforcement  rcffulations,  fines  and  collection  efforts  mm 

It  is  our  understanding  that  currently  less  than  50  pericent  of  parking  viola doiJ^l 
notices  are  collected-  An  increase  In  this  collection  rate,  plus  much  more  aggres- 
sive enforcement  of  violators  on  City  streets  will  produce  several  million  dollars 
in  additional  revenue.  Further,  we  recommend  that  a  douUins  of  the  existing 
rates  on  non-moving  violations  be  suggested  by  tbe  Council  to  the  Chief  Judge  of 
tbe  D,C.  Superior  Court,  Increased  enforcement,  more  citations,  and  higher  fees 
will  add  approximately  $5  million  in  new  revenue  to  tbe  City. 

There  is  another  major  dimension  of  this  increased  enforcement.  First,  that  it 
has  the  opportunity  to  stimulate  business  in  many  sections  of  the  City  which  are 
currently  experiencing  traffic  congestion  caused  by  illegally  parked  automobiles. 
Certainly  in  the  areas  of  Georgetown,  downtown  business  district,  east  and  west 
on  L  and  M  Streets,  everyday  violations  are  commonplace.  In  loading  zones  and 
alleys,  cars  are  Illegally  parked.  Enforcement  will  greatly  improve  accessibility 
into  City  businesses.  Our  City  Revenue  report,  submitted  earlier  to  the  Council, 
suggested  the  need  for  reciprocity  in  collections. 

Another  important  element  of  this  recommendation  is  improvement  of  air 
quality.  This  City  Is  expending  substantial  funds  In  its  monitoring  and  enforce- 
ment of  air  quality  violators.  Cars  that  sit  in  traffic  congestion  which  generates 
from  illegally  parked  cars,  emit  increased  pollutants  into  this  City.  Mut*h  im- 
provement in  a  citys*  air  quality  can  be  seen  when  vehicles  move  freely  on  urban 
streets.  This  is,  of  course,  consistent  with  other  parts  of  tbe  administration's  tax 
proposal,  to  encourage  mass  transit  usage. 

We  could  subnsit  to  the  Council  a  study  done  in  tbe  worst  of  all  cities  for  such 
violations — New  York,  Performed  in  1972  by  the  Market  Research  Corpora tioa 
of  America,  it  substantiates  the  kind  of  improvements  that  can  be  achieved,  as 
well  as  the  revenue  generated  by  this  measure. 

Increase  in  parking  meter  rates 

We  recommend  a  doubling  of  the  rates,  particularly  those  located  in  the  central 
bufiiness  district  and  other  high  density  employment  areas.  It  would  discourage 
aU*day  parkers,  Improve  accessibility  to  business,  as  well  as  the  air  tjuality  for 
many  of  the  same  reasons  mentioned  above.  The  yield  on  this  would  he  half  a 
million  dollars.  We  would  call  to  the  Counctrs  attention  some  experiences  re- 
cently received  from  nelghtwring  Montgomery  County  as  an  example  of  effective 
enforcement  and  increases  in  parking  meter  rates. 

The  County^s  program  includes  special  patrol  officers  who  write  tickets,  as  well 
as  identify  oveme  violators  parked  In  business  areas  of  the  county.  The  first  full 
year  of  operation,  this  proprram  netted  more  than  $2  million  in  new  revenue  to  the 
County.  Experience  is  based  on  issuing  only  1/lOth  of  tbe  tickets  issued  in  this 
City,  as  well  as  having  only  12,000  meters  servicing  the  County. 

We  recognize  the  efforts  of  the  City's  police  department  to  move  in  this  direc- 
tion. But.  we  encourage  the  Council  to  take  an  aggressive  position  in  this  area  of 
parking  meter  rates  and  enforcement. 
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Inar^^e  in  cigareite  ta^ 

We  encourage  the  City  to  move  to  increasing  its  cigarette  tax  rate  from  60 
to  8^  per  pack.  I  am  sure  the  Council  is  aware  that  the  State  of  Maryland  is 
cooaideriug  moving  its  tas  rate  up  by  4^.  A  2^  increase  in  D.C.  cigarette  tax 
rates  will  leave  the  City,  for  the  first  time  in  many  years,  2^  per  pack  less  than 
Maryland.  Historicall^%  the  City  has  been  higher  than  Virginia  and  other  south- 
ern stat^,  and  there  in  little  reaion  to  feel  Uiat  this  tax  change  will  put  ua  in  a 
less  competitive  situation.  We  estimate  the  yield  from  this  to  be  ?2.4  mmion. 

Propped  BOT  R^euenue  Item^ 

riel§  in 

millions 

X  Corporate  income  tax  rate  12%  percent  increase  C8-&  percent)— ^ $3.  2 

2.  12%  percent  increase  in  unincorporated  bnsiness  tax  rate  (based  on 

current  rate)  (8-9  percent )_.___ ^ , 0*5 

3.  Removal  of  professional  exemption,  with  $  percent  rate  not  to  exceed  % 

of  1  percent  gross., ^___^^ ^. . __^      4.  0 

4.  12^  percent  increase  to  banks/savings  &  loans/public  utility  rate  (4-^,5 

percent),  (2-2.25  percent),  (*^5.6  percent) . _^^^„ 3.8 

5.  rocrease  tn  parking  enforcenient/ fines ^ 5,0 

6.  Increase  in  parking  meter  rates  (100  percent  increase)— . «^^ ^_  0.  5 

7.  Increase  in  cigarette  tax  (6-8  cents) ,__,___, ^__ ^ ,__  2, 4 


Total  new  yield ,__    19.4 

The  comhlned  total  of  new  revenue  available  to  the  City  based  upon  the  Board's 
support  of  $25,0  million  of  tJie  Mayor'jii  proposal,  and  |19.4  million  of  new  recom- 
mendationsf  provides  an  overall  yield  of  $45.35  million.  This  revenue,  taken  with 
the  proposed  adjustment  in  expenditures,  essentially  balances  the  Budget  for 

Proposed  expenditnres : 

Budget  hy  Mayor___ ^ $1^  072, 606.  3 

Less  budget  adjustment ^— ^^„  47, 647. 2 


Total    „_, _- -__ -_ 1,024,959. 1 

roposed  and  supported  revenue  increases : 

AH  exfeting  sources.—, ^____-_ . 979, 816 

Executive  revenue  proposals  (adjtifitinent)_____-^ 25,950 

BOT  revenue  proposala.^ — ^-_ 19, 400 


Total   -.^- — ^ 1,025, 166 


Oxeese  revenne- 


207,000 


EcoiffOMic  sTXMtrtj^'no^r 

CJontlimed  growth  in  expenditiires,  exceeding  the  economic  growth  of  our 

venue,  places  this  City  in  severe  jeopardy  for  Its  future  financial  strength.  The 

oard  recognizes  the  <  Ity'g  interest  in  a  non-resident  income  tax ;  however, 

he  City  should  not  place  all  its  efforts  in  this  one  direction.  Little  has  been 

one  to  provide  long  term  economic  stimulation  for  the  City's  growth — grovrth 

which  results  in  new  Jobs  and  new  services  for  residents.  The  Board  of  Trade 

lias  continually   snpijorted  the  need  for  an  aggressive,  well-staffed  Office  of 

Business  Development,  The  current  proiioaal  in  the  City*s  budget  for  $15rj»000 

^or  0  months,  is  token  only*  While  we  will  support  the  effort,  we  cannot  do 

unless  tills  Council  shows  interest  in  seeking  to  increase  the  budget  to  a  much 

fjre  acceptahle   figure.   We  are  attaching  a  proposed  staffing  structure  and 

budget  for  auch  an  ofliee.  It  is  modest  when  comi>ared  to  Prince  George's  County, 

hieh  recently  increased  its  budget  to  more  tJiaii  one  miHon  dollars  for  such 

r^n  effort,  Montgomery  County  baei  a  budjiet  larger  than  that  proposed  for  the 

City.  Similar  budgets  exist  in  other  neighboring  Junsdictions,  and  other  parts 

fof  tlie  country,  inci tiding  major  cities  where  budgets  range  from  $800,000  to 

more  than  $1  million. 

The  Office  of  Business  Development  should  have  the  following  objectives: 
(a)    RetGntion  of  cari^tiHi?  business. — It  would  work  with  those  firms  cur- 
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rently  In  tbe  City  wlio  need  guidance,  support*  and  have  generaf^^Biona  abont 
City  operations. 

{&)  BuiineM  attn^ction.— It  would  identify  the  type  of  resources  which  this 
City  currently  has  and  aggressively  pursue  those  industries  currently  located 
outside  of  the  City  which  blend  with  the  resources.  For  example,  studies  indi- 
cate that  a  large  labor  pool  of  highly  Rb:illed  males  exists  in  various  sections 
of  tbe  City.  Efforts  should  be  made  to  identify  the  appropriate  type  of  business, 
such  as  light  mauufacturing,  and  efforts  developed  to  interest  firms  in  locating 
in  tbe  City* 

(c)  Eoonomic  input.— To  provide  recommendations  and  views  about  the  eco- 
nomic impact  relating  to  specific  policies  being  formulated  by  the  government 
This  includes  close  liaison  and  worTfing  relationships  with  all  departments 
within  the  City,  national  government,  and  federal  agencies, 

id\  Small  and  minority  hu»ineu  developm<mt. — ^To  identify  and  eoortftnate 
resources  currently  available  in  tbe  community  to  aid  small  and  minority  busi- 
ness enterprises.  While  not  api>ropTiate  for  the  City  to  (duplicate  such  functions, 
an  effort  must  be  made  to  cbannel  requests  into  available  resources. 

The  above  broad  objectives  are  absolutely  essential  and  basic  to  the  estab- 
lishment of  an  Office  of  Business  Development.  We  recommend  that  thia  Office 
not  be  part  of  the  existing  Department  of  Economic  Development,  which  Is 
primarily  responaible  for  licensing  and  inspections.  The  Office  should  be  estab- 
lished as  part  of  the  Mayor^s  Office  structure,  to  have  direct  contacts  with  tbe 
Mayor,  ^J 

Proposed  Budget  for  Ofjlicie  of  BusineEs  Development  ^^1 

1  Director,  GS^18 -^_ ^,„ —^ ^>  $36,000 

1  Economic  planner,  GS-15 ^__.„,^,,^,,,, . ^_     2&,  818 

2  Business  retention  officers,  GS-14 ^_. 51, 162 

2  Business  attraction  officers,  GS-14^^_„^^^ .^ 51, 162 

2  Economic  analysts,  GS-12 __,^ ^_,,     36.  &26 

1  Secretary,  G&^_.- . 11,640 

2  Secretaries,   G&^ „_^ , 18.&46 


Total —. ^,--™ — ^— ^ 235, 654 

Peraonnel  benefits  at  8  percent ______«^ ^^-„__ , , 18, 852 

Total  personnel  costs ^ .^ ^4,506 

Outside   consultauts . .^^_^ . ._ 25, 000 

Other  costs  (rent,  reproduction,  printing,  furniture,  equipment,  et  cetera^  100, 000 


Tbtal  „ _____^.„__  379, 506 

Vity  revenue  report 

In  the  Board  of  Trade's  Oity  Revenue  Report,  submitted  to  the  City  Council 
ana  the  Mayor  in  February  of  this  year,  an  outline  of  potential  revenue  improve- 
ments and  sources  was  outiined.  We  congratnlate  the  Couneirs  Revenue  and 
Finance  Committee  for  its  exhaustive  list  of  revenue  ideas  as  well.  We  think  it 
imiMirtant  that  revenue  sources  be  a  major  priority  for  thia  Revenue  Committee 
in  1975-76.  There  are  several  immediate  changes  which  could  be  made,  for  ex- 
ample, fees  associated  with  licenses  and  inspections*  Recommendations  made  by 
the  Nelsen  Commission  on  this  subject  have  not  been  fully  implemented  through- 
out tbe  City  government.  Nothing  precludes  application  of  some  percentage  above 
tbe  basic  adminiBtratlve  fee  to  cover  general  governmental  overhead,  and  there- 
fore t>egln  adding  to  the  revenue  base. 

Board  of  Trade' §  ^cal  direction  for  1975  ^  ^M 

Our  City  Fificai  Affairs  Committee  will  devote  the  balance  of  1975  toward  seed- 
ing a  review  of  the  City's^  tax  structure,  its  relationship  to  economic  growth,  and 
budgeting  problems.  Suggestions  have  been  made,  for  example,  that  the  sales  tax 
be  rf^duced  to  fitimnlate  the  economy.  In  the  short  time  frame  that  is  required  to 
review  and  approve  tbe  1976  fiscal  budget,  an  evaluation  of  the  impact  of  sucb  a 
change  cannot  he  made.  Substantive  work  may  need  to  be  done  to  justify  sucli  an 
innovative  action.  Per  capita  costa  for  public  welfare  (as  of  1970-71  figures) 
show  City  public  welfare  expenses  at  $125,  versus  ^1  nationally,  $70  in  Maryland, 
and  $46  in  Virginia.  If  there  Is  to  be  economic  stimulation  to  aid  our  revenue  base, 
leadership  must  come  from  the  City. 
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>EPAETMEICT  OP  HUMAN  REeOUBCES  REBPOlf  BE  TO  RECOMMEPmATlOWS  OF  THE  BOAED 

OF  Tbai>e  Busiwesb  Advisoby  Council  Study  Team 

DHR  Concerns  for  Management  Improvement,  as  identified  by  the  mternal 
TaBtc  Force  which  inet  last  January  and  Fehmarj  closely  parallt*!  those  identified 
by  the  Board  of  Trade  Business  Advisory  Council  Study  Team,  During  the  last 
several  months  the  Department  has  devoted  increasing  attention  to  strengthening 
operational  planning  eajjability  identifying  and  esrat^lisMng  operating  procedurea, 
defining  overall  goals  and  objectives,  and  improving  ictenml  coordination.  These 
efforts  will  continue  and  be  expanded. 

Our  approach  to  the  solution  of  identified  problem  areas,  however,  is  to  maxi- 
mize the  involvement  of  DHR  staff  in  this  effort  in  order  to  increase  internal 
commitment  to  and  capability  for  carrying  out  the  established  objectives,  and 
decrease  reliance  on  costly  outside  assistance. 

With  tile  abundance  of  talent  in  the  D.C.  area,  we  feel  that  the  Department 
should  not  have  to  rely  on  consultant  help  which  la  often  non-committal  in  nature. 
Rather^  the  Department  feels  that  BAG  and  other  groups  could  provide  invalu- 
able voluntary  assistance  to  the  Department  of  Human  Resources  in  strengthen- 
ing I>epartmental  management  and  service  delivery  efforts. 

I.   BASIC   MA^AGEMEIfT   JTEEDB 

(1)  Core  team. — The  Ofifiee  of  Inspections  and  Program  Analysis  (OIPA)  has 
the  mandate  to  improve  the  internal  operations  of  the  Department  by  further 
developing  procedures,  identifying  critical  areas  for  review,  and  performing  pro- 
ductivity analysis. 

We  are  proposing  an  in-house  management  team  headed  by  the  Director^  DHR 
with  representation  from  OIPA  and  Management  Systems.  The  BAG  team  could 
provide  Invaluable  assistance  through  interaction  with  the  DHR  team. 

(2)  Goals  and  objectives. — The  Department  has  undertaken  an  extensive  re- 
view and  development  of  goals  and  objectives.  The  statements  are  currently  in 
draft  form. 

(3)  The  Department  currently  prepares  quarterly  progress  reports  on  imple- 
mentation of  the  Nelson  Commission  recommendations.  The  OIPA  will  be  devot- 
ing greater  attention  to  the  recommendation  and  problems  associated  with 
implementation. 

(4)  A  Division  of  Grants  Management  and  Program  Review  was  established 
under  the  Office  of  Planning  to  review  and  coordinate  all  DHR  programs  funded 
by  sources  other  than  District  Appropriations.  One  of  their  responsibiiities  is  to 
determine  tJie  impact  of  Federal  Funding  Changes. 

(5)  Frocedttres  development.— A  team,  headed  by  the  Deputy  Director,  and 
composed  of  representatives  SRA,  PA  A,  Planning,  and  OIPA  has  been  established 
to  Implement  this  recommendation,  and  is  well  underway.  In  addition,  SKA/ 
PAA  policies  and  procedures  sections  are  currently  being  centralized. 

<6)  Financial  review  data  dUnemination. — The  whole  process  of  Financial 
Review  Data  Dissemination  has  changed  in  FY'  74,  Funds  are  now^  apportioned 
down  through  the  Branch  ievel,  obligations  are  available  on  a  monthly  basis, 
and  the  new  chart  of  accounts  has  been  established.  We  are  in  the  process  of 
developing  the  capability  for  reporting  actual  expenditures  to  date  on  a  monthly 
basis. 

(7)  Complete  diaffnostio  reincw  of  adminiJifraU'De  ftervice^. — An  effective  and 
efficient  administrative  services  system  is  vital  to  all  other  administrations  in 
DHR.  The  review  of  services  in  this  area  is  on-going.  The  Procurement  Section 
is  developing  a  complete  set  of  procurement  procedures  to  be  used  through-out 
the  Department.  Streamlining  of  the  number  of  different  units  involved  is  in 
process^  and  a  tiaie  table  has  been  set  for  certain  corrective  actions, 

(8)  Comptroller. — We  have  recruited  nationwide  for  a  comptroller.  Twenty- 
nine  apllcations  have  been  received,  and  a  register  has  been  set  up.  The  position 
has  been  established  at  the  OS-ia  level, 

n.    SPECIFIC    IMPfiOVEMENT    ACTIO JTS 

1.  Pending  transfer  to  the  District. 

2,  In  progress. 

3,  Coordination  with  D.C,  Accounting  Systems  has  increased. 

4.  Under  Review,  -. 
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5,  DHR  has  submittM  a  request  to  the  Mayor  for  greater  authority  in  the  pr 
cureme«t  and  contracts  areaa, 

a  Mueli  of  the  vendor  payment  backlog  bas  b^n  eliminated. 

7.  The  backlog  of  requests  for  court  ordered  payments  has  been  almost  totaU 
eliminated. 

8-  DHB  expects  to  achieve  more  efficient  personnel  processing  througli  its 
centralization  efforts. 

9.  Under  Review  and  Consideration, 

in.    HIGHEST    PBIOaiTT   ITEMB 

(1)  Smith  care  strafe ffV,— The  Department  of  Human  Resources  has  streng 
ened  the  Comprehensive  Health  Planning  DUiMioii  within  the  Office  of  Planning^ 
Compreheusive  planning  Is  a  complex,  long  term  effort;  in  order  to  improve 
health  services  more  Immediately,  certain  other  Bt^>s  have  been  initiated 
accomplished.  For  example,  contracts  wltJi  three  (3 J  private  organizations  hav 
allowed  approximately  4,(K50  Medicaid  persona  to  enroll  In  private  health  cas 
systems. 

Certain  health  centers  like  the  one  on  12th  and  Rhode  Island  Avenue,  NJ 
that  were  previously  restricted  to  maternity  and  well  child  care  have  expande 
to  offer  mental  health  consultations,  sick  child  care,  and  nutrition  service 
Citi^ns  now  have  more  integtiated,  camprebeiiMve  care. 

(2)  Zero-ba^e  retHew.^DnR  is  Instituting  an  FY  1975  zero-liase  budget 
view  process.  Two  administrations,  SRA  and  PAA  have  been  selected  for 
review. 

(3)  Standard  operating  procedures. — The  Office  of  Inspections  and  ProffraU 
Analysis  is  performing  an  intensive  study  of  each  administration  in  order 
caFTy  out   this  recommendation. 

(4)  MMIS. — The  Medicaid  Management  Information  System  is  under  Dev 
dpment  and  is  expected  to  be  completed  by  December  31,  1973. 

(5)  Improve  PAA  quality  control  procedures. — Additional  Staff  and  pro 
dures  have  been  introduced  to  improve  quality  control  reviews.  The  PAA  hai( 
been  assisted  by  the  Research  and  Statistics  Division  of  the  Office  of  Planning  i 
thie  effort 

(6)  ADP, — A  new  computer  system  with  greater  output  capa1>ili ty  Is  toeln 
Installed.  Procedures  are  being  developed  to  maximize  use  of  tlie  hardware. 

(7)  Training.— The  Office  of  Training  and  Career  Development  has  completed ' 
a  survey  of  DHR  training  needs.  Some  of  the  innovative  programs  DHR  has 
initiated  are  those  involving  Welfare  Reform  Candidates.  Training  Programa|^™ 
are  in  areas  of  Basic  Cletit^l  Skills,  Equal  Opportunity  Employers  Technique^^B 
and  School  Health  Aide  Training.  ^^" 

In  manager  and  supervisory  training  DHR  offers  its  management  sequence, 
DHR  is  one  of  the  few  agencies  to  offer  this  to  managers. 


IV.    SECOND    PMOaiTY    ITEMS 

(1)  Merge  St.  Eliisaheths  into  D if i?.— Legislation  to  transfer  St  Ellzatieths' 
Hospital  to  the  District  was  introduced  in  the  93rd  Congress, 

(2)  Budgeting  and  finan4jial  control.— A  DHR  budget  and  financial  control 
system  has  lia^ieally  been  developed.  Further  improvements  will  be  made  after, 
the  Comptroller  has  been  appointed. 

(3)  Program  planning  tmd   analysis  sustem. — The  OIPA  and  the  Office 
Planning  are  strengthening  coordination  procedures  in  order  to  mutually  di 
velop  a  comprehensive  program  planning  and  analysis  system. 

<4)  Develop  strengthened  procyretneni  and  supply  Bgsiem. — See  Managemei 
Improvement  Item  No.  7* 

(5)  Initiate  ADP  improvement  proiect— Pending  installation  of  new  com 
puter  system. 

(6)  Modify  organisation  structure. — A  minimum  of  change  is  required.  We 
are  awaiting  completion  of  goals  and  objectives  statements  prior  to  final  action. 

(1}  Tramtni?.— See  Highest  Priority  item  No.  7. 


rol 

I 


V.    THIRD    PRIOWTY    ACTIONS 


(1)   Depart mentieide  managetnent  information  system, — A  coordinated  da 
base  is  being  developed.  The  three  (3)   major  payment  files  have  been  coord!*' 
nated,  the  Narcotics  Treatnient  data  base  has  l>een  establlslied,  and  we  are  work- 
ing to  incorpoi^te  Mental  Health  and  Community  Health  and  Hospitals  data> 
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(2)  Coniiime  improvemeftt  projects  resuUing  from  ABP  rsview, — Attention  to 
LDP  Improvementa  has  been  escallated. 

(3)  Develop  operating  Tfianuals. — We  are  in  the  process  of  developlsg  operat- 
ing manuals  for  aU  units.  SKA  and  PAA  are  our  present  priorities. 

(4)  MamUng  standards  and  staffing  patterns. — ^Manning  standards  and  Staff- 
ing Patterns  are  under  coniatant  exploration  and  developtnent.  Data  compiled  by 
\  the  OIPA  and  generated  by  tbe  Zero  Basje  Budget  Review  Proceaus  is  expected  to 
f  jprovide  invaluable  assistance  in  tiiLa  effort. 


EiOE,  Caspkntee  ani>  C  abb  aw  at, 

ATTOBrJETS  AT  LAW, 

Washington,  B.C.,  Beptem-ber  16, 1975. 
i :  Tax  upon  unincorporated  professionals. 
\  Congressman  Romajto  Ij.  Mazzolj, 
;  Chairman,  Suhcomtnitfee  on  Fiscal  Aj!fair3, 
J  Botise  District  Committee, 
Wa^hingtoji,  D,€. 

Deiar  CoNGREseMAPT  Makzoli  :  You  will  find  enclosed  a  signed  statement  oppos- 
Ipg  the  District  of  Colmnblfl  tax  upon  unincorporated  professionals  recently 
I  passed  by  the  District  of  Columbia  City  Council. 

I  had  hoped  to  be  among  those  persons  to  testify.  However,  I  am  advised  by 
J  your  Kiaff  member,  Michael  Nevlns,  that  It  is  no  longer  possible  to  add  to  the 
1st  of  spealiers. 

Yours  very  truly, 

JoHW  0.  Bradley, 
1*^   Enclosure.  '* 

Rice,  Cabpenteb  anh  Carbawat, 

Attobneyb  at  Law, 
Wafihi^ffton,  D.  C„  September  11,  197$. 
I  Ba :  Tax  upon  unincorporated  professionals. 

This  statement  is  submitted  on  behalf  of  a  law  firm.  Rice,  Carpenter  and 
^arraway,  1111  E  Street,  N,W„  Washington.  D.C.  20004.  I  am  a  partner  in  that 
|*fimi, 

OPPOSE    THE    TAX 

We  aak  that  the  tax  upon  unincorporated  professionals  passed  by  the  District 
jof  Columbia  City  Council  be  vetoed.  There  are  a  nnml>er  of  valid  reasons  support- 
Ittcig  our  request. 

nlSCBlMIWATOBY    TAX 

lUrstt  the  tax  as  proposed  i^  discriminatory.  As  we  understand  it,  a  District 
[resident  may  offset  the  amounts  paid  under  the  tax  against  his  District  of  Co- 
[lumbia  income  tax  and  thereby  experience  no  significantly  adverse  effect.  On 
[the  other  hand,  residents  of  Virginia  and  Maryland  will  wind  up  paying  approxi* 
[mately  twice  as  much  in  local  income  tax,  i.e*,  those  of  both  the  District  and  of 
Illie  State  of  residence.  In  our  firm,  the  one  lawyer  residing  in  the  District  of 
l-Columbia  will  be  relatively  unaffected.  The  six  living  in  Virginia  and  the  three 
|livin^  in  Maryland  will  find  their  local  income  taxes  doubled. 

A^in,  there  Is  discrimination  in  that  a  non-resident  professional  working 
lor  the  United  States  Government— or  for  the  District,  for  that  matter^is  free 
from  tbe  tax  while  his  self-employed  counterpart  is  subject  to  it.  This  discrim- 
inatory aspect  does  not  end  there.  Proponents  of  the  tax  insist  that  non-residents 
rith  offices  in  the  District  should  pay  their  fair  share.  If  this  theory  is  valid, 
[why  not  subject:  all  comnmters  to  the  tax — including  Grovemment  employees — 
ither  than  limit  the  burden  to  a  relatively  small  minority?  As  it  stands,  the  tax 
fs  a  poorly  disgnlsed  commuter  tax  which  discriminates  between  commuters. 

TAX  IS  EXCESeiVE  i 

Second,  the  tax  is  excessive.  By  far  the  largest  portion  of  the  cost  of  local 

government  stems  from  operating  a  school  system.  For  example,  in   Fairfax 

County   (VlrgiidB)   the  school  system  accounts  for  approximately  70%  of  the 

rtotal  cnst  nf  County  pr»vemment.  But  the  burden  of  educating  children  falls  upon 

]  the  jurisdictton  in  which  one  lives.  Where  one  maintains  an  oflice  is  irrelevant 

iNone  of  us  has  ever  had  n  child  in  a  District  of  Columbia  pabllc  school.  Each 
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Of  US  has  had  or,  as  children  reach  school  age,  will  have  children  In  Virginia 
or  Maryland  schools.  Yet,  under  the  new  tax,  we  will  be  forced  to  pay  nearly  as 
much  (in  the  case  of  Maryland)  or  more  ^n  the  case  of  Virginia)  to  the  Dis- 
trict as  we  will  to  those  Jurisdictions  which  have  the  respousihility  for  educating 
our  cbildreo.  Similarly,  the  cost  of  providing  such  things  as  police  and  flue 
protection  for  our  office  could  not  be  nearly  as  great  as  for  our  9  non-District 
resldencea. 

This  is  not  to  aay  that  we  do  not  now  contribute  money  to  the  Di strict  govei 
ment,  directly  or  indirectly : 

(1)  As  a  firm  and  as  indiriduals,  we  spend  tens  of  thouaauds  of  dollars 
annually  In  the  District,  all  subject  to  D.C.  sales  tax ; 

(2)  We  pay  office  rent  substantially  tn  excess  of  $20,000  annually— whi( 
helps  to  pay  property  taxes ;  and 

(3)  Through  Federal  income  tax,  we  contribute  indirectly  to  the  hea^ 
Federal  payments  to  the  District. 

TAX  OB  WOK-LOOAL  IN(X>ME 

Third,  the  tax  is  principally  on  income  derived  outside  the  District.  Our  firm 
represents  motor  carriera  and  associations  thereof  located  at  points  through- 
out the  United  States-  Among  the  larger  contributors  to  firm  income  in  1974 
were  clients  located  in  Akron,  Kansas  City,  Palo  Alto,  La  Crosse,  Wis.,  Oklahoma 
City,  Chicago,  and  Jacksonville,  Fla.  In  1974  each  of  some  74  clients  paid  fees 
in  excess  of  $500*  Of  those,  only  one  is  domiciled  in  the  District  of  Columbia. 
That  one  District  resident  paid  Jnat  9.09%  of  our  total  income- 

A  substantinl  portion  of  our  work  (Jays  are  spent  outride  the  District,  eithi 
in  the  trial  of  eases,  interviewing  witnesses  or  working  with  clients.  For  example, 
my  schedule  dnringf  the  next  two  months  lucludee  hearings  in  Birmingham^  Baton 
Roufe,  New  Orleans  and  Tallahassee. 
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FourtJi,  the  tax  is  adverse  to  the  District's  ultimate  interest.  To  repres 
the  lone  District  client,  there  is  no  requirement  that  the  Arm  be  domiciled 
the  District  of  Columbia,  It  is  a  fact  that  lawyers  performing  the  same  type  of 
service  that  we  do  are  located  in  every  major  metropoUtnn  area  across  the 
country*  Thus,  to  continue  as  in  the  past,  there  is  no  requirement  that  we  remain 
in  the  District.  The  nature  of  our  practice  la  such  that  maintaining  an  office 
In  the  District  is  no  more  than  a  convenience,  not  a  necessity.  We  suspect  mai 
other  law  firms— whether  their  fields  be  oriented  toward  tax,  government  rej 
latory  matters  or  otherwise — are  in  much  the  same  flexible  position.  Applicatl^ 
of  the  tax  will  force  ue,  and  we  l)elleve  many  others,  to  examine  our  options. 

If  our  response  to  the  tax  measure  is  to  move  elsewhere,  hotels  and  restaurani 
in  the  District  will  be  adversely  affected.  Wholly  aside  from  our  own  purchasea^J 
clients  now  come  to  us  from  all  over  the  country  for  conferences,  trials,  and  othi 
business  purposes.  Almost  invariably  they  now  stay  in  District  hotels  and  eal 
in  District  restaurants.  The  removal  of  our  offices  to  another  jurisdiction  wi 
be  accompanied  by  a  shift  In  patronage  to  facilities  near  our  office.  In  fact,  oi 
firm  accounts  are  now  placed  with  District  financial  institutions,  and  at  tlmi 
have  approximated  $100,000.  Removal  of  such  sums  to  suburban  banks  will 
duce  the  amount  of  money  available  for  loans  by  the  banks  we  now  use. 

I  have  made  an  analysis  of  the  effect  of  the  tax  upon  each  lawyer  in  our  firm. 
Based  upon  income  for  the  first  six  months  of  1975,  projected  to  an  annual 
Ijasls,  the  ten  lawyers  in  our  firm  for  19T5  would  each  pay  amounts  ranginR 
from  $886  to  |4,166  to  the  District,  a  total  of  $27,068,  for  an  average  of  $2J07 
each.  I  personally  would  pay  ?573  more  to  the  District  than  I  did  to  Virginia  in 
1974. 1  am  simply  not  prepared  to  submit  to  such  a  condition. 

Thus,  the  tax  is  also  unwise.  If  the  District  of  Columbia  Government  is  truly 
concerned  about  the  economic  viability  of  the  inner  city  business  district, 
should  have  given  some  thought  to  the  ultimate  result  of  imfjosing  an  excessive, 
discriminatory  and  unfair  income  tax  on  people  who  not  only  contribute  sub- 
stantially to  the  well-being  of  that  business  district  but  who  are  under  no  par 
ticular  compulsion  to  continue  to  do  so* 

If  the  tax  is  to  continue  in  its  present  form  and  with  Its  present  Impact 
strongly  suspect  that  our  firm  will  pimply  move  beyond  the  reach  of  the  Distrl^ 
of  Columbia  taxing  system. 

John  C.  Bkablet, 
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Hon,   Charles  C.  Diggs,   Jr. 
U,   S.    House  of  Representatives 
Chairman,  House  Cominittee 
on  the  District  of  Columbia 
Room  2208 

Rayburn  House  Office  Building 
Washington,   D.   C.     20515 


D,  C.   Revenue  Act  of  1975  - 
Income  Tax  on  Unincorporated 
Professionals 


Dear  Congrea^man  Diggs: 


This  letter  concerns  the  provisions  of  the  District  of 
Columbia  Revenue  Act  of  19? 5  which  have  the  effect  of  im- 
posing a  new  income  tax  on  unincorporE^ted  professionals, 
including  attorneys,   and  which  we  understand  will  be  before 
the  House  Committee  on  the  District  of  Columbia  In 
September, 


4 


This  letter  is  submitted  on  behalf  of  the  Officers  and 
Executive  Committee  of  the  Federal  Power  Bar  Association 
in  response  to  numerous  requests  from  affected  members  of 
the  FPBA.     We  do  not  intend  to  request  opportuni^  to  present 
an  oral  statement,  but  request  that  this  letter  be  distributed 
to  the  members  of  the  Committee  and  made  a  part  of  the 
public  record  of  the  Committee's  proceedings. 

We  are  opposed  to  those  provisions  of  the  D,  C.  Revenue 
Act  of  1975  applicable  to  "professionals"  which  are  under  re- 
view by  the  Committee;  urge  the  Committee  to  proceed  with 
the  steps  leading  to  passage  of  concurrent  resolutions  of 
disapproval  thereof  by  the  Congress;  and  urge  the  Committee 
and  the  Congress  thereby  to  permit  either  the  Government  of 


Digitized  by 


Google 


264 


the  District  of  Columhia,  or  Congress »  to  substitute  a 
measure  which  will  m>i  give  rise  to  the  illegalities,  in- 
equities,  and  harsh  economic  Impact  that  would  result 
from  the  provisions  of  the  Act  now  before  the  Committee. 

In  support  of  our  position^  we  submil  the  following: 

1,  The  Federal  Power  Bar  Association  is  a  pro- 
fessional association  of  approximately  750  attorneys  who 
practice  before  the  Federal  Power  Commission-  approx- 
imately 200  of  these  attorneys  have  offices  in  the  District 
of  Columbia!  and  the  majority  of  these  attorneys  do  not  re- 
iide  in  the  District  of  Columbia.     In  addition,  in  many 
instancea,  the  attorneys  who  have  offices  in  the  District  of 
Columbia  are  members  of  law  firms  which  have  their  major 
offices  in  other  cities,  such  as  New  York,  Chicago,  Philadel- 
phia,  and  Houston* 

The  primary  if  not  the  only  reason  these  attorneys' 
offices  are  located  in  the  District  is  the  present  location  of 
the  Federal  Power  Commission  at  825  North  Capitol  Street, 
In  most  instances,   the  practices  of  these  attorneys  is  con- 
cerned principally  with  matters  before  the  FPC  and  related 
cases  before  the  lower  Federal  courts  and  the  Supreme  Court. 
Their  location  in  the  District  of  Columbia  thus  is  directly 
related  to  the  '^Federal  presence*'  in  the  District,  and  is  not 
derivative  from,  or  directly  related  to*  what  has  been  termed 
"local  practice.  '^ 

All  of  the  members  of  the  FPBA  with  offices  in  the 
District  are  affected  by  the  D.  C.   tax,   and  those  in  this  group 
who  are  not  residents  of  the  District  are  most  directly  affected 
adversely, 

2.  Our  major  objections  to  the  provisions  of  the  D,  C. 
Revenue  Act  of  1975  applicable  to  "professionals"  and  tinder 
consideration  by  the  Committee  are  these: 
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(a)  In  the  opimon  of  some  members  of  the  FPBA, 
including  the  undersigned,   these  provisions,  whatever  their 
labeli  violate  both  the  letter  and  spirit  of  the  provisions  of 
the  District  of  Columbia  Self- Government  and  Governmental 
Reorganization  Act  prohibiting  ^'commuter  income*'  taxes, 
particularly  because  of  the  nature  of  the  tax,   the  method  of 
computation,  and  the  entirely  different  impact  on  those  who 
reside  in  the  District  of  Columbia  and  those  who  do  not  (it  is 
our  understanding  that  other  organizations  and  persons  affected 
will  provide  the  Committee  with  memoranda  and  documents  so 
demonstrating); 

(b)  The  tax  and  its  in:ipact  patently  are  unduly 
discriminatory  and  unduly  preferential  in  favor  of  residents 
of  the  District  of  Columbia  and  against  non-residents*  partic- 
ularly because  residents  of  the  District  of  Columbia  may 
exclude  the  tax  payments  in  computing  income  subject  to  the 
District  of  Columbia  income  tax,  while  non-residents  cannot 
so  exclude,  or  otherwise  "credit,  "  such  payments  in  computing 
income  subject  to  income  tax  by  the  States,  such  as  Maryland 
and  Virginia,   and  by  local  authorities,   such  as  Montgomery 
County,   Md^   (for  this  reason,    in  the  opinion  of  many^   in- 
cluding the  undersigned,    the  tax  is  vulnerable  to  attack  and 
invalidation  on  separate i   independent  Constitutional  grounds); 

{c)    The  levying  of  the  tax,  at  this  late  date^  on 
1975  income  has,  as  a  practical  matter,  the  harsh,  inequitable 
consequences  of  a  retroactive  taxj  if  the  tax  became  effective 
in  its  present  form,    1975  tax  payments  by  those  affected 
obviously  would  be  substantial;  no  firm,  organization,  or 
Individual  could  have  anticipated  such  payments  for  1975, 
budgeted  therefor,  or  made  advance  plans  for  coverage; 
and  impact  on  individuals  thus  would  be  severe  and  possibly 
would  impose  hardships  on  some  individuals,  their  families, 
and  their  employees; 
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(d)  The  level  of  the  lax,  in  operation  and  effect, 
for  both  1975  snd  1J?7G^,  and  presunriably  later  yearSpis  ex- 
cessive and  imposes  an  unfair  tax  burden,  particularly  for 
a  tax  the  District  allegedly  would  Impose  in  the  nature  of 

a  '^franchise"  or  "license"  tax  for  the  "privilege"  of  "doing 
businees"  within  the  District  of  Columbia; 

(e)  Both  the  original  form  and  the  present  form 
of  the  tax  were  adopted  without  assessment  of  accurate 
figures  as  to  impact,  revenues  derivable  therefrom,  and 
inequitable  consequences  (it  is  our  understanding  that  other 
organizations  and  individuals  will  apprise  the  Committee  of 
their  presentations  before  the  District  of  Columbia  Govem- 
m^ent  so  reflecting); 

(f>    The  Impact  is  such  that  individual  members 
of  the  FPBA  advise  that  if  this  discriminatory  income  tax 
becomes  effective,  it  will  be  necessary  for  them  to  remove 
their  offices  from  the  District  of  Columbia,  with  resultant 
disruptive  effect  on  their  practices,  their  families,  their 
clients,  and  their  employees  {many  of  whom  are  residents 
of  the  District),  and  with  ultimate  adverse  effect  on  the 
District  itself  and  its  residents;  and 

(g)    Reasonable,  lawful,  equitable  alternatives 
were  and  are  available  under  which  the  District  may  derive 
revenues  through  legitimate  and  non- discriminatory  receipts, 
franchise,  or  license  taxes  for  the  "privilege"  of  "doing 
business"  in  the  District  of  Columbia. 

3,     In  expressing  our  apposition,  we  do  not  mean, 
and  should  not  be  interpreted  by  anyone  as  meaning,  that 
our  members  do  not  recognise  requirements  of  the  District 
of  Columbia  for  tax  revenues,  or  that  we  seek  "exemption" 
or  "total  immunity"  from  taxation  by  the  District* 

yie  recognize  needs  of  the  District,  and  we  also 
recognize  that  here*  as  elsewhere,  legitimate  taxes  may 
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be  levied  on  'Receipts/'  -'franchtses/'  and  ^'licenses/'    What 
we  object  to  is  an  income  tax  measure  that  in  concept,  form, 
and  substance*   is  not  within  atich  a  class  of  legitimate  taxes* 
but  which  is  unjust,   unduly  discriminatory,  excessively 
harsh,  and  inequitable  in  imposition  and  in  consequences* 
and  which,  in  the  view  of  many,   is  violative  of  statutory  and 
constitutional  provisions.    The  mere  fact  that  tiiis  single 
proposed  tax  has  caused  professionals  to  begin  preparations 
to  remove  their  offices  from  the  District  highlights  the 
distinctions. 

We  also  are  constrained  to  point  out  that  even  though 
the  location  of  many  of  our  members'  offices  has  been  in  the 
District  solely  because  of  the  "Federal  presence,  "  our  own 
^'presence"  has  been  beneficial  to  the  District,    We  already 
have  paid  and  generated  substantial  taxes  for  the  District: 

(a)  Our  offices  have  provided  employinant  for 
residents  of  the  District,  and  those  employees,  ennployees 
residing  elsewhere*  and  we  ourselves  have  paid  substantial 
taxes  to  the  District,  Including  taxes  on  purchases  In  the 
District  of  personal  goods,  gasoline,  parking,  and  so  on; 

(b)  We  have  paid  property  taxes  to  the  District 
on  office  ftirniBhings,  libraries,   and  other  office  proper tyj 

(c)  We  have  paid  sales  taxes  on  firm  and  office 
purchases  in  the  District  for  supplies*  equipment*  printing, 
and  other  items r 

(d)  We,  as  a  general  rule*  have  paid  an  appor- 
tioned part  of  the  real  estate  taxes  on  buildings  in  which  we 
have  had  offices  and  of  taxes  on  utility  services  used  by 
such  buildings; 

(e)  We  have  paid  an  annual*  individual  "license" 
tax  to  the  District; 
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(f)  We  have  paid  taxes  on  printing,  records,  and 
other  items  and  services  purchased  or  arranged  on  behalf  of 
clients  in  the  District;  and 

(g)  We  have  paid,  through  our  federal  taxes,  a 
part  of  the  substantial  subsidy  to  the  District  bestowed  an- 
nually by  Congress  through  the  Federal  payment. 

In  addition  J  many  of  our  members,  by  court 
appointment  and  voluntary  action,  have  provided  legal 
representation  and  services  to  indigent  residents  of  the 
District  of  Columbia  in  the  District  court  system*  through 
the  legal  aid  programs,  and  other  similar  services*     In 
other  respects,  by  contribution  of  time  and  money*  we  have 
contributed  to  the  life  of  the  District. 

Therefore,  we  do  not  believe  that  it  can  be  said  that 
we  have  had  or  now  seek  "innmunily"  from  District  taxation, 
that  we  are  unmindful  of  conditions  within  the  District,  or 
that  we  have  not  contributed  to  revenues,   services,  and  well- 
being  of  the  District  and  its  residents.     In  this  regard,  we 
believe  it  is  most  unfortunate  and  adverse  to  the  interests 
of  the  District  and  its  residents  that  this  new  tax  will  cause 
the  removal  and  exodus  of  professionals  from  the  District 
in  the  next  several  months*  and  thus  bring  to  an  end  their 
employment  of  District  residents,   their  present  contribu- 
tions to  District  revenues,  and  their  services  to  District 
residents  and  contributions  to  the  District's  general  econonny. 

We  do  not  believe  such  would  be  necessary  under 
lawful,  equitable  alternatives  available  to  the  Government 
of  the  District  of  Columbia, 

4.    For  these  reasons,  we  join  other  organizations 
and  individuals  in  expressing  our  opposition  and  in  support 
of  their  more  detailed  submissions  to  the  Committee.     We 
urge  the  Committee  to  proceed,  as  expeditiously  as  possible* 
to 
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(a)  Adopt,  approve*  smd  report  a  resolution  of 
disapprDvaj  of  the  provisions  of  the  D»  C»  Revenue  Act  of 
1975  eliminating  the  "exemption*'  of  '-professionals^*  and 
thus  imposing  a  new  So-called  "unincorporated  business  tax'^ 
on  the  income  of  such  professionals;  and 

(b)  Provide  for  consideration  by  the  District 
Government,  or  by  Congress j  of  a  lawful,  equitable  in- 
excessive  alternative* 

We  are  most  appreciative  of  the  attention  given  this 
matter  by  you,  your  office,   the  Committee,   and  the  Com- 
mittee Staff,    We  enclose  copies  of  this  letter  for  distribution 
to  the  Committee  and  inclusion  in  the  Committee  record. 


Respectfully  submitted. 


Carroll  L,  Gilliam 
President,  FPBA, 
of  Officers  and  Ex^ 
Committee  of  the  F 


Members,  House  of  Representatives 
Committee  on  the  District  of  Columbia 

Officers,  Executive  Committee, 
and  Chairmen  and  Vice  Chairmen 
of  FPBA  Committees 
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Law  Offices  of  Miller  &  Chevalier, 
Wmhifigton,  D.C\,  September  11,  1975. 
Hon*  Romano  L.  Mazzou, 

Chairmafi,  ^ulieommittee  on  Fiscal  Affairs,  House  Oommittee  oft  the  District  of 
ColumMa,  U.^.  Hoii»€;  of  Repre^entativGift  Longtcorth  House  Ofj^m  Building, 
Washington,  DM. 
Deak  Chairman  Mazzoli:  I  have  retiueste^i  ao  opportunity  to  testify  before, 
your  Subcommittee  in  the  forthcominj^  public  heaHuKi*;  on  the  D.C.   Council'! 
actlou  in  extending  tlie  D.C.  Unincorporated  buislne>^«  tax  to  pergonal  ^servic 
businesses  and  professional  activities.  As  my  enclosed  request  Indicates,  I  fe 
I  am  specially  qualified  to  tejitify  on  this  matter.  Enclosed  is  my  statement  befon  ^ 
the  Senate  District  Committee  on  September  9.  1975.  As  you  see,  I  strongly  sup-' 
port  the  extension  of  the  D.C,  income  tax  to  all  nonresidents  receiving  income 
from  D.C,  sources,  but  I  am  just  as  strongly  opposed  to  the  discriminatory  tax- 
ation of  a  5m all  group  of  self-employed  persons — this  being  the  real  effect  of  the       i 
Council's  action. 

I  am  informed  by  Mr.  Kevins  that  my  request  to  testify  probably  will  not  be 
granted  because  your  hearings  will  not  extend  to  proposals  for  taxing  all  non- 
residents. I  sincerely  urge  you  to  reconsider  this  decision.  The  Councirs  action 
is  only  .symptomatic  of  a  much  broader  and  deeper  fiscal  problem  in  the  District 
that  must  be  solved.  The  only  fair  and  i)ernianent  solution  is  for  the  District 
to  tax  all  Income  earned  in  the  District ;  at  the  present  time  more  than  one-half 
of  all  personal  income  in  the  District  is  received  by  nonresidents  and  completely^™ 
escapes  tax.  This  is  totally  Illogical  and  unfair  to  District  residents.  The  problen^H 
must  lie  faced  and  it  is  an  Integral  part  of  the  dilemma  presented  by  the  Conncirs  ^^ 
recent  discriminatory  action. 

If  for  any  rea^son  my  request  cannot  be  granted,  I  ask  that  the  enclosed  state 
meat  be  Included  In  your  printed  record. 
Sincerely  J 

John  S,  Noijuff. 
Enclosure, 

Statement  of   John   S.   Nolan 
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D.C.    UJTIM'COBPORATED   HIT  SINES  8  TAX — ^EXTENSlOH^  TO  PERSONAL  SERVICE  BUSINESSES 

AND    PROFESSIOrTALB 

Mr.  Chairman  and  Members  of  this  distinguished  Committee,  I  am  a  lawyer 
practicing  in  the  District  of  Columbia,  specializing  in  tax  law.  I  am  a  Maryland 
resident.  From  1969  through  1971,  I  served  as  Deputy  Assistant  Secretary  for  Tax 
Policy  in  the  United  States  Treasury  Department.  During  that  period,  and  since 
then  l>y  invitation,  I  have  testified  before  a  number  of  Congressional  comnolttees 
with  respect  to  tax  policy.  I  feel  qualified  to  comment  on  the  recent  action  of  the 
D.G.  Council  la  amending  the  Unincorporated  Business  Tax  so  as  to  tax  the 
come  of  self-employed  persons  not  resident  in  the  District  but  engaged  In  a  pe! 
sonal  service  business  or  practicing  a  profession  in  the  District. 

Faced  with  a  fiscal  gap  representing  an  excess  of  expenditures  over  revenues,  a 
budget  shortfall,  of  $98  mllHon  for  the  current  fiscal  year  (fiscal  19T6),  Mayor 
Washington  earlier  this  year  presented  a  responsible  program  of  tax  Increases  to 
the  D,C.  Council,  The  core  of  this  program  was  a  $61  million  business  gross  re- 
ceipts tax  to  apply  to  all  business  and  professional  activity  in  the  District,  Faced 
with  growih  in  thin  fiscal  gap  or  budget  shortfall  to  $509  million  by  fiscal  1980, 
Mayor  Washingon  also  recommended  to  this  Congress  that  the  District  income  tax 
be  extended  to  income  of  non-residents  earned  In  the  District ;  such  taxes  would 
be  creditable  against  their  Maryland,  Virginia ,  or  other  state  Income  taxes  and 
would,  in  general,  result  in  no  additional  tax  burden  on  such  non-residents. 

Extension  of  the  District  income  tax  to  income  earned  in  the  District  by  non- 
residents would  do  no  more  than  conform  the  District  income  tax  to  the  structures 
of  all  41  states  which  impose  Income  taxes ;  all  of  such  income  taxes  apply  to  in- 
come of  non-residents  earned  within  those  states.  Over  one  half  the  total  perstmcrl 
income  from  D.C,  sources  is  recci^^ed  by  non-residents,  and  if  D.C.  taxed  such 
income,  as  it  should.  District  revenues  would  be  increased  by  an  estimated  $140 
million  per  year  at  the  present  time,  growing  to  $175  million  per  year  by  fiscal 
1980. 

Unfortunately,  the  D.C.  Council,  faced  with  strong  opposition  from  the  D.C, 
business  community,  largely  rejected  Mayor  Washington's  business  gross  re^ 
celpts  tax.  In  place  thereof,  without  advance  notice  or  public  heariags, 
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I>.C,  CouTicn  has  jTist  extended  tlie  D,C.  Unincorporated  Buslnesa  Tax  to  per- 
Bonal  Bervice  businesaes  and  prDfesBionals  (physicians,  lawyers,  accountants, 
architects,  and  others)  retroactive  to  January  1,  1975.  Since  District  residents 
who  are  subject  to  such  tax  are  relleyed  of  paying  the  District  income  tax  on 
such  earnings,  the  real  effect  of  such  action  is  to  impose  a  netc  inooTne  ia^  only 
on  personal  service  earnings  of  self-etriplDycd  persons  working  in  the  District 
but  resident  in  Maryland  or  Virffinia,  Thus,  the  earnLngB  of  non-resident  self* 
employed  persons  will  be  taxed,  but  7iot  the  earnings  of  corporate  executives, 
Government  personnelt  and  other  persons  who  are  "emplojees"  working  in  the 
District  but  living  in  Maryland  or  Virginia, 

I  strongly  urge  this  Committee  to  report  a  hill  to  the  Senate  extending  the 
District  income  tax  to  all  income  of  non-residents  earned  in  the  District.  In 
any  event,  I  recommend  that  the  Councils  action  in  imposing  a  discriminatory 
and  retroactive  tax  only  on  non-resident  self-employed  persons  be  set  aside. 
I  make  these  recommendations  for  three  basic  reasons : 

(1)  The  District  income  tax  inevitably  must  be  extended  to  income  of  non- 
residents earned  in  the  District  within  the  near  future  to  meet  the  fiscal  needs 
of  the  District,  Such  extension  would  represent  sound  tax  policy  and  is  the 
only  fair  and  lasting  solution  to  the  District's  liscal  dilemma.  An  unfair 
tax  on  self-employed  persons  is  not  a  proper  interim  solution. 

(2)  The  discriminatory  taxation  of  earnings  of  non-resident  self-employed 
persons  by  the  District  may  well  be  uneonstitutional.  It  is  very  likely  also 
a  violation  of  the  Home  Rule  Act.  The  sudden  and  retroactive  application  of 
such  a  tax,  without  regulations  or  guidance  as  to  its  detailed  application,  will 
result  in  extensive  litigation,  uneven  application  of  the  tax,  and  fiscal  chaos  for 
the  District  for  years  while  these  uncertaliities  are  reijolved. 

(3)  Such  discriminatory  taxation  will  cause  many  physicians,  dentists,  and 
others  to  move  their  oflScers  out  of  the  Districti  with  tremendous  hardship  to 
D,C,  residents  and  loss  of  economic  values  to  D.C,  Many  physiciacs  will  refuse 
to  practice  in  D.C,  hospitals*  Many  self -employed  persons  will  avoid  the  tax  by 
incorporating  their  activities  and  converting  their  earnings  to  '^salaries'*  not 
subject  to  the  tax.  These  effects  would  not  occur  under  a  uniformly-applicable 
D.C.  income  tax  on  earnings  of  nonresidents  in  the  District  because  the  D.C,  tax 
would  be  creditable  against  Maryland  or  Virginia  income  taxes. 

/.  Esiiension  of  the  District  Income  Taw  To  All  Eoimings  of  NonrResidents  From 
D.C.  Sources  Is  Essential 

It  bears  restatement  that  one-half  of  all  personal  income  earned  in  the  Dis- 
trict is  received  by  non-residents  and  presently  escapes  the  D.C.  income  tax. 
This  is  an  absurd  condition.  The  District  desperately  needs  revenue ;  by  fiscal 
1980,  the  revenue  gap  without  taxing  such  income  tvlll  exceed  one-half  billion 
dollars.  Every  one  of  the  41  states  with  an  income  tax  taxes  the  Income  of  non- 
residents earned  within  Its  borders*  Such  tax  is  then  creditable  by  the  non- 
resident against  his  income  tax  In  his  state  of  residence,  as  It  should  be,  and 
as  it  would  be  in  Maryland  and  Virginia.  No  substantial  additional  tax  burden 
on  the  non-resident  results  from  such  a  tax*  How  long  must  the  present  absurd 
District  income  tax  structure  be  tolerated? 

Sound  tax  i*olicy  calls  for  taxation  of  earnings  realized  by  non-residents  within 
the  taxing  jurisdiction.  The  position  of  the  Advisory  Commission  on  Inter- 
governmental Relations  is  clear : 

'*It  is  fl  well-established  principle  of  income  tax  jurisdiction  that  a  State  can 
tax  •  •  •  that  portion  of  a  non-resldenrs  income  that  originates  within  its 
borders  •  *  *.  The  taxation  of  non-resident  income  recipients  ♦  *  •  recognizes 
that  the  state  of  employment  Incurs  various  public  costs  in  providing  and  de- 
veloping employment  opportunities  *  *  •* 

"In  the  usual  situation,  an  individual  who  resides  in  one  income  tax  State  and 
derives  income  from  another  is  granted  a  tax  credit  by  his  own  State  for  the 
income  tax  he  pays  to  the  other  State  *  *  *.^ 

The  Commission  strongly  recommended  such  a  systenL  The  Commission  re- 
jected an  alternative  approach  to  avoiding  double  taxation  Imown  as  the  non- 
resident credit  or  exemption  plan*  Under  this  approach,  a  state,  in  addition  to 
allowing  a  credit  to  its  residents  for  tax  paid  to  another  state  on  income  earned 
in  the  other  state,  also  allows  a  non-resident  a  credit  for  tax  paid  to  his  state 
of  residence  on  income  earned  in  the  state  in  which  he  Is  not  a  resident,  or 


1  Federal'&tate  €<^ardinaUnn  of  Pergonal  Income 
governmental  Relatlan*  (Oct*  1965,  A-2T,  at  2T-2&K 
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exempts  sucli  income  from  tax,  if  the  state  of  residence  aUowg  a  similar  credit 
or  exemption.*  The  latter  approach  !&  the  one  presently  prevailing  in  Maryland 
and  Virginia,  with  tJie  result  that  the  District  suffers  badly  and  Maryland  and 
Virginia  achieve  a  major  unfair  revenue  advantage. 

It  is  inevitahle  in  view  of  the  District's  revenue  needs  that  the  District  in- 
come tax  will  be  extended  to  District  earnings  of  aon- residents,  representing 
more  than  50%  of  the  personal  income  tax  base/  If  so,  this  step  should  be  iakm 
noiv,  instead  of  imposing  a  discriminatory  and  retroactive  income  tax  on  the 
earnings  of  non-resident  self-employed  i>ersons  from  District  sources.  The  D,C. 
Council's  action  in  extending  the  D,C.  Unincorporated  Business  Tax  to  per- 
sonal service  businesses  and  professional  activities  should  be  disapproved. 

2.   DiscrimimiUng   and   Retroaoik^^   Income    Tawatian   Of  Nan^ReMdent   Belf- 

Employed  Pcrsom  Will  €(mse  FUoal  CM-os 

As  previously  stated,  since  D,C.  residents  are  not  subject  to  D.C.  income  tax 
on  earnings  subject  to  the  D.C.  Unincorporated  Business  Tax,  the  real  effeet  of 
tiie  tax  is  an  adiiitional  income  tax  imposed  by  the  Dlstriet  on  pei^onal  earnings 
of  non-resident  self-ernpjoyed  persons  only.*  The  Council's  action  may  well  be 
unconstitutional,  is  probably  a  violation  of  the  Home  Eule  Act^  and  in  all  erenta 
will  result  in  extensive  litigation  and  nnn-complionce. 

Recently,  the  U.S.  Supreme  Court  held  unconstitutional  a  state  income  tax 
exclusively  applicable  to  n on- residents  on  the  ground  that  the  privileges  aad 
ImmuDlties  clause  of  the  U.S.  Constitution  guarantees  ^'substantial  equality" 
of  treatment  between  residents  and  non-residents/  There  is  no  '^substantial 
equality"  when  the  effect  of  the  adoption  of  a  new  tax  is  to  place  the  burden 
only  upon  self-employed  non-residents. 

In  addition  to  being  subject  to  attack  on  constitutional  groundSi  the  CounclVs 
action  win  certainly  be  attacked  In  court  as  a  violation  of  the  Home  Rule  Act. 
The  Act  denies  the  Co^mcil  the  authority  to— 

''Impose  any  tax  on  the  whole  or  any  portion  of  the  personal  Income,  either 
directly  or  at  the  source  th ereof*  of  any  Individual  not  a  resident  of  the  District*'. ' 

The  substance  of  the  Councirs  action  is  to  impose  an  Income  tax  on  the  per- 
^flonal  earnings  of  self-employed  non-residents  from  D.C.  sources. 

Formalistlc  distinctions  based  on  calling  the  D.C,  Unincorporated  Business 
Tax  a  ^'fronchise"  or  "privilege"  tax  will  not  prevail.  The  present  action  sspeclS- 
cally  eMends  the  tax  to  personal  sertHce  earnings;  the  tax  already  applies  to 
Income  from  capital  investment.  The  tax  as  extended  will  be  nteojfurrd  bu  net 
inoome  from  personal  service  earnings.  The  U.S.  Supreme  Court  has  declared 
that— 

"The  name  by  which  the  tax  is  described  in  the  statute  is,  of  course,  im- 
material. Its  character  must  be  determined  by  its  incidents  •  •  */*  "^ 

Applying  this  principle  to  state  taxation  of  interstate  commerce,  the  Supreme 
Court  has  treated  "franchise".  '^prlT liege**,  and  **income"'  taxes  as  vlrtnaUy 
interchangeable/  Congress  it.^lf  entered  the  field  with  the  State  Taxation  of 
Income  from  Interstate  Commerce  Act  of  1959*  defining  a  "net  ineome  tax'*  as 
**fm}i  tax  imposed  on.  or  nwamred  by,  net  income''  (emphasis  added)-' 

The  practical  effect  of  the  Councirs  action  is  to  extend  the  D.C.  Unincorporated 
Business  Tax  in  such  a  way  that  the  burden  falls  almost  entirely  on  personal 
earnings  of  non-resident  self-employed  persons.  This  violates  the  terms  »r  well  as 
the  intent  of  the  Home  Rule  Act.  This  Committee  should  not  permit  that  to  he 
done ;  the  courts  are  not  likely  to  allow  the  Conirressional  intent  to  be  subverted. 

In  addition  to  theae  substantial  grounds  for  legal  challenge  of  the  CoundVa 
action,  there  is  the  fact  that  the  tax  is  retroactive  to  January  1,  1975,  though 


<  Ffderttl-^fnte  Cnnrtlinntion  fif  Pergonal  fn^mn  TaaeM,  Pimrji.  fit  n,  2fi. 
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there  was  no  indication  of  its  anactment  until  June,  19T5.  Aiso,  tbere  is 
guidance  as  to  Its  application ;  income  from  personal  services,  unlike  income  from 
capital  investment,  cannot  easily  be  allocated  between  District  and  non-Disstrict 
sources.  Is  the  standard  for  a  lawyer  where  tlie  services  are  performed,  where 
the  client  is  located,  or  some  other  test? 

A  self-assessment  system  does  not  work  well  where  the  tax  is  regarded  as 
basically  unfair,  as  where  it  is  discriminatory,  or  retroactive,  or  both.  Some  will 
ehalleage  its  validity  In  court;  some  will  seek  to  allocate  their  Income  by 
[^varioua  devices  to  non-D.€.  sources.  During  a  long  period  of  years  while  these 
-  fundamental  difficulties  are  worked  out,  the  burden  of  the  tax  will  be  very  uneven 
and  unfair  even  a^  among  non-reHdent  self^mployed  persons  with  District 
eamingB.  The  District  will  be  completely  uncertain  as  to  a  major  revenue  source. 
These  difficulties  are  a  clear  indication  that  the  Councils  action  is  bad  tax  policy, 

S.  The  New  Tait  Will  Be  Counter-^roduiitivet  Imposing  Severe  HardshipM  on 

District  Resident g 

The  obvious  response  of  physicians,  dentists,  and  many  other  professionala  to 

the   tax   will   simply  be   to   move   their  offices  jn^  outside  the   Disrtlct  line. 

physicians  may  refuse  to  practice  in  District  hospitals.  This  will  impose  severe 

'  hardships  on  District  residents.  Office  builtllng  vacancies  may  result. 

The  likelihood  of  these  developments   should  not  be  dismissed.  They  will 
■^ occur— to  a  very  substantial  extent.  There  is  very  little  reason  for  an  obstetrician 
practicing  In  D.C.  and  Maryland  to  continue  to  maintain  his  D.C.  office  if  the 
cost  is  an  additional  ^3%  of  his  earnings. 

An  alternative  response  for  many  persons  will  be  to  incorporate  their  activi- 
ties, thus  converting  their  personal  sendee  earnings  to  salary  in  a  common  law 
I  employment  relationship,  not  subject  to  the  tax.  This  cannot  be  prevented  simply 
by  Coimcll  action  stating  that  so-called  professional  service  corporations  will  be 
subject  to  the  D.C.  Unincorporated  Business  Tax.  Many  personal  servic?e  busl* 
nesses^  even  professional  activities,  need  not  be  incorporated  under  the  District 
'  Professional  Corporation  AcC  They  may  be  incorporated  under  the  general 
[  corporation  provisions. 

These  additional  consequences  point  out  the  serious  error  the  Council  has  com- 
[mltted.  The  Council  may  be  forced  to  adopt  complex  new  tax  legislation  affect- 
[in*?  corporations  as  well  to  make  this  new  tax  work  properly.  This,  plus  the 
adverse  social  and  economic  consequences  to  District  residents,  is  certain  to 
affect  adversely  D.C/a  growinir  imag:e  u^  a  major  business  and  financial  center. 
Tan  image  which  over  time,  with  a  proper  tax  structure,  will  provide  the  District 
\with  an  adequate  tax  base  to  meet  Its  fiscal  needs. 

None  of  the  major  difficulties  previously  outlined  would  e-xist  if,  Instead,  the 

>.C.  Income  tax  were  simply  extended  by  Congress  to  District  earnings  of  all 

fton-residents.  There  could  be  no  eonstituttonal  attack ;  the  Home  Rule  Act  would 

Jbe  honored;  and  Maryland.  Virginia,  and  other  non-D.C.  residents  working  in 

ie  District  would  simply  credit  theii  District  tax  against  the  income  tax  im- 

Iposed  by  their  state  of  residence.  The  various  avoidance  practices  would  not 

J^)Ccur,  The  District  would  have  available  a  proper  tax  base,  consistent  with  that 

l^f  all  41  states  imposing  an  income  tax.  This  is  the  right  answer.  It  is  good  tax 

''-olicy. 

For  the  reasons  stated,  I  urge  this  Comnittee  to  recommend  to  the  Senate 
Itbat  the  District  Income  tax  be  extended  to  all  income  from  D.C.  sources,  include 
Jing  that  of  non-residents.  In  any  event,  however,  the  Council's  action  in  im- 
^i&lnK  a  discriminatory  income  tax  only  on  feelf-employed  persons  not  resident 
the  District  should  be  disapproved, 

M2fl  District  of  Columbia  Code  ff  1101-1120  (10T3)  :  Bee  particularly  29^1lOS. 
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LOUIS  L.  GOLDSTEIN 

COMPTROLLER  OP  TH^  TREASURY 

STATE  TREASURY  BUILDING 

P.O.  BOX  A66 

ANhTAPQilS.  MARYLAND    21404 

267.5801 

September  8,  1975 


The  Honorable  Romano  L.  Ka^zoll 

U.  S.  House  of  Representatives 

Eoora  1310t  Longwortb  House  Office  Biiilding 

Wa3hing:tont  D«  C« 

Dear  Mr»  MaazoUt 

Your  letter  of  AiigU3t  1^,  1975  to  Kr.  Albert  TJard  of  the  Maryland 
Department  of  Assessments  and  Taxation,  has  been  referred  to  this 
office  to  supply  the  reqijBsted  infonnation. 


i 


Ttm   Maryland  Annotated  Code  (1975  Replaceroent  TTol-ume)  Article  81  ^ 
Section  290 »  provides  that  whenever  a  resident  individual  of  this  State 
has  become  liable  for  income  tax  to  another  state  upon  such  part  of  his 
net  income  for  the  tameable  year  as  is  properly  subject  to  taxation  in 
such  state,  the  amount  of  income  tax  payable  by  ham  under  this  subtitle 
shall  be  reduced  by  the  amomit  of  the  income  tax  so  paid  by  him  to  such 
other  state  upon  his  producing  to  the  Compftroller  satisfactory  evidence 
of  the  fact  of  siich  payment  j  but  application  of  such  credit  shall  not 
operate  to  reduce  the  tax  payable  under  this  subtitle  to  an  amount  less 
than  would  have  been  payable  if  the  income  subjected  to  tax  in  such 
other  state  were  ignored* 

In  Gardella  et  ux  vs.  Comptroller  of  the  State  of  Maryland  (213  MD  l) 
the  court  held  that  the  District  of  Columbia  unincorporated  business 
franchise  tax,  provided  for  in  the  District  of  Coliimbia  Code^  Par, 
47-1574  b|  is  not  an  "Income  Tax"  within  the  meaning  of  the  Annotated 
Code  of  Maryland  (1975  Replacement  Volume)  Article  31,  Section  2B6, 
providing  a  credit  against  Maryland  income  tax  for  "Income  Tax"  paid 
another  state  • 

The  District  of  Columbia  tax  is  designated  as  a  "Franchise  Tax," 
Imposed  upon  the  privilege  of  carrying  on  or  engagii^g  in  a  trade  or 
business  within  the  District  and  of  receiving  income  from  soiirces  within 
the  District,  and  is  imposed  upon  the  unincorporated  entity  and  not  upon 
the  individuals  composing  the  entity.  In  Gardella  (Supra)  it  was  held 
that  a  resident  of  Maryland  could  not  deduct  from  his  Maryland  income  tax 
his  share,  as  a  partner  of  taxes  paid  by  the  partnership  which  conducted 
its  business  in  Washingtoni  D*  C«       ' 
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Ikxgjf'vxd^  professional  enterprise  franchise  tax  coiiLd  not 

be  claimed  a^  a  dedtiction  on  Maryland  income  tax  returns* 

The  diffici:Q.tied  in  removing  prohibitions  and  allowing  a  dedtiction 
would  mean  changing  the  current  law  idiich  would  have  to  be  amended  by 
the  Mazyland  Legislature  and  other  sections  of  the  law  may  have  to  be 
changed  to  allow  credit  for  other  franchise  taxes* 

W.th  kindest  regards  and  best  wishes f  I  amy 

Cordially  yours, 


LlOers 
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WAS3XIKC3TUN,  b.cr.  WWiA 
AuguBt  6,  X975 


The  Honorable  Roraano  L*  Hazaoli,  Chairman 
Subcommlccee  on  Fiscal  Affairs 
tiouae  Gamffiittee  oti  the  Die tr let  of  Columbia 
Vaahlngton,  D.  C,   20515 

Dear  Mr,  Chairman; 

Afi  you  are  aware,  I  have  Introduced  House  Concurrent  Resolution  370  to 

disapprove  the  District  of  Columbia  Revenue  Act  of  197 S,  Council  Act  1-34. 

The  Resolution  of  Dl&approval  is  framed  in  terma  of  dlBapproviog  the  entire 

Hevenue  Act  since  the  Home  Rule  Act  does  not  provide  for  Congress  to  exercise 
a  "lloe  itten  veto*'  of  City  Council  legislative  acta. 

It  la  ny  tubers tanding  that  the  Subcofumlttee  on  Fiscal  Affairs  hae  sched- 
uled hearings  on  the  Resolution  of  Disapproval  for  the  seventeenth  and  eigh- 
teenth of  September,  In  view  of  this  and  the  required  all-inclusive  wording 
of  the  Resolution  of  Disapproval,  I  vant  to  inform  the  Subcoratiiilttee  that  its 
principal  objective  Is  to  prevent  the  operation  of  the  Revenue  Act's  unincorpo- 
rated business  franchise  tax  as  it  would  apply  to  non-resident  professionals 
who  engage  in  business  activity  ii>  the  District, 

I  believe  this  proposed  tax,  among  other  things^  would  be  prohibitlyef 
Inequitable »  discriminatory,  and  confiscatory*  It  would  lower  the  tax  base  of 
the  District  of  Columbia  and  deprive  its  residents  of  the  services  of  taany  doc- 
tors, la%iryerfl,  and  other  professionals  who  will  move  their  offices  outside  the 
District  to  avoid  this  tax*  Moreover,  In  ray  judgpent,  the  proposed  tax  exceeds 
the  authority  granted  to  the  City  Council  of  the  District  of  Columbia  by  the 
Home  Rule  Act, 

The  seheduled  hearings  should  afford  a  wide  spectrum  of  lodlvlduala  af* 
fee  ted  by  and  interested  In  this  legislation  an  opportunity  to  present  their 
views.   I  shall  be  in  contact  with  you  at  a  later  date  concerning  suggested  wlt- 


Klth  kindest  regards  and  best  wishes^  t  am 


WHR:ja 

Copy  to; 

Hon.   Charles  C*   Dlggs,  Jr» 

Hon.   Gilbert  Gude 

Hon.   Stewart  B»  McKlnney 


Representative  to  Congress 
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MARJORl£  5,  HOLT 
HOUSE  msMiHrn  i  mai  iqm 


CongrtsiE;  of  tijt  flnitclr  ^tntcjj 

lila&ljinaleit.3D.C.    20513 
July    3Q,     ID 73 


lilD  Lima  AT  MTM  HoiihC  DFP4.r  OMft.ni*« 

1 1  n  P«[i>f  mUL  J^fn 
K|.9tT-«ZU 


The   Honorable   Che^rl^s    C.    lJigt*s,    Jrv,    Oifiir-.ni^.n 
District  of  Coliirbii   Coi^niUtcc 

Longi'/orth  House  Officer  "uiljlino 

Dear  Mr ,    C h a i r r.a  n : 

It  has  cor.s  to  i^y  attention  that  the  ReVGnue  Act  of  19  75 
has  been  trans:?iitted  to  the  Speaker  by  Mayor  Washington  and 
the  Council  of  the  District  of  Coliinbia. 

As  you  knc\.%  contained  within  the  Raven ug  Act  of  1975 
is  a  provision  which   would  rcoeal  the  traditional  exeniptibn 
from  the  unincorporated  business  tax  for  professional  persons* 
It  would  further  impose  a  12  percent  income  tax  on  GQ  percent 
of  the  non-resident  professional's  net  income  for  1975,  I 
understand  that  a  resolution  of  disapproval  is  being  considered, 
and  I  would  liTte  to  wholeheartedly  lend  ray  support  to  this 
action*   I  believe  that  under  no  circunstances  can  as  repressive 
a  tax  as  this  be  inposod  on  this  most  productive  sector  of  the 
District  economy,   I  also  bolievp  that  this  actiors  is  hi^hl;- 
discriminaiDory,  since  District  professionals  are  O'ijrnitted 
to  credit  this  ta^  a-^ainst  their  District  income  tax,  while 
nonresidents  v/ould  receive  no  offset  in  their  os'in   State  mcorne 
ta?;. 

In  addition,  thi=  tax  is  a  violation  of  at  lGa<?t  the  soirit, 
and  very  likely  thr   I'^tter  of  the  Ilonc  y^vVle  Act  which  nrnhlhits 
the  D.  C,  Co'jncil  fron  inpor^inc  r*rr'  tax  on  the  personal  inco-^e 
of  non-residents  of  the  District. 

X  earnestly  hr^n.  thmt   Concirr'ss  i^ill  ta!:c  sv/i^^t  action  to 
risaj^iprovo"  the  ^.even':in  Act  of  197 'j  with  this  provisicn,  t\nd  I 
shoulrf  li^ir-  to  have  this  lett-^r  enterec  in  the  r-icord  of  any 
hearin^rs  your  Co-uritt^c  may  holM  on  this  issue. 


Sincerel^'  'S'ours, 


MSH/sws 


Mnrjhrio  H.  Holt 
Me^j/er  of  Conireps 
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NTCI 

National  Ibxpayers  Union 

)83QflXN!)nSNH!X)(IBQ96CXJ(- 

(Aim  cm*  M2)  S46«»5 

Suite  906,  1625  Eye  Street,N.W. 
Washington,  D.C..  20006 


September  16,  1975 


The  Honorable  Charles  C.  Diggs,  Jr. 

Chairman  ^.u 

District  of  Columbia  Committee  :^t^  \  \ 

House  of  Representatives 

Washington,  D.  C.   20515 


Dear  Congressman  Diggs: 

I  wish  to  have  this  letter  included  in  the  record 
of  the  hearings  and  appear  as  the  official  statement  of 
the  National  Taxpayers  Union  in  opposition  to  the  proposed 
income  tax  on  non-residents  of  the  District  of  Columbia. 
This  proposed  tax,  already  approved  by  the  D.C.  City 
Council,  is  offelred  as  an  amendment  to  Section  3  of  Title 
VIII  of  the  D.C.  Income  smd  Franchise  Tax  Act  of  1947. 

The  National  Taxpayers  Union  opposes  this  tax  on 
three  strong  points. 

First,  the  tax  is  clearly  unconstitutional  in  that  it 
imposes  an  income  tax  on  non  residents  who  will  not  and  do 
not  have  a  voice  in  the  affairs  of  the  taxing  area  or  a 
vote  for  any  of  the  officials  who  would  determine  how  this 
tax  would  be  spent.   Non-residents  in  nearby  Virginia  and 
Maryland  are  already  taxed  on  income  earned  as  residents  of 
one  or  the  other  of  these  states.   TUi  additional  income 
tax  on  the  same  income  in  the  District  of  Columbia  would 
constitute  taxation  without  representation. 

Second,  the  sales,  user  and  property  taxes  already 
paid  by  unincorporated  businesses  operated  in  the  District 
of  Columbia  by  non-residents  account  for  a  much  larger' 
proportion  of  the  tax  for  services  than  that  paid  by  a 
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resident  of  D,C..   The  non-resident  spends  less  than  one- 
foarth  of  hia  time  in  the  District^  and  yet  pays  the  same 
(and  in  many  instances  moro}  sales »  user,  and  property 
tax  than  does  the  resident  of  the  District. 

Finally,  and  perhaps  most  important  from  the  stand- 
point of  law,  the  proposal  for  the  "commuter'*  or  income 
tax  is  in  direct  violation  of  the  Home  Kule  Act,   Title 
VI  of  the  Act  reserves  certain  matters  of  taxation  to 
congressional  authority.   Section  502  of  this  Act  specifi- 
cally states  that  the  D,C.  Council  shall  have  no  authority 
to  pass  any  act  which  would  "impose  any  tax  on  the  whole 
or  ahy  portion  of  the  personal  Income,  either  directly  or 
at  the  source  thereof,  of  any  individual  not  a  resident 
of  the  District  of  Columbia.  " 

It  would  seern.   to  us  that  one  of  the  best  ways  to 
operate  the  government  of  the  District  without  resorting 
to  additional  unconstitutional  taxes  on  non* residents  would 
be  to  cut  the  unnecessary  costs  of  the  District  of  Columbia 
government.  When  you  consider  that  there  is  one  D.C.  govern- 
ment work  for  every  22  residents  it  must  be  realized  that 
there  are  too  many  people  on  the  payroll.   D.C  ^s  ratio 
of  civil  servants  to  residents  is  the  highest  in  the  country 
with  the  possible  exception  of  New  York  City  which  is  about 
to  go  bankrupt. 

We  urge  the  House  D,C,  Committee  to  vote  a  resolution 
out  of  the  committee  immediately  to  disapprove  the  tax  so 
that  it  can  be  passed  by  the  House  of  Representatives  and 
the  United  States  senate  within  the  allotted  30  legislative 
days. 

This  unconstitutional  income  tax  on  non-residents  of 
the  District  of  Columbia  must  not  be  allowed  to  become  law. 


Id  Baldwin 
Legislative  Director 
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votca  of  informed  community  expression 

4543  *«fh  Sff«*t,   H,W,  (aoa)   244-7471 


PL  {lIUViDh  MEdUtit 


JOhN  t.  DUNCM 
ffiCHAflp  K  LYdri 

AIILINE  W   NEAL 


^^^ 


CHUUG  WtlKtL 

ttrturm  M.  THACT 


Klil€«  SAHNER 
LfOM  linOWN 

DMDTH^f  e.  FEREBf  E 
tHEipDCkflE  n.  KAQAMS.  JA, 


AUCE  HilNTf  n 
WMrriH  El  JENPEIMS 


OCUKMO  LEWIK 
W.  flilENT  OUMAU 
FLAtfiE  PiffK£Tt 
C^^LCiS  W.  HDSMHa 
AlVIN  U.  fluCK^Pi 
WAiUftKHEIHEfl 
THOUAS  C.  TAYLOFI 
ICQ  R.  WERTe 
[   lAPWV  C  WILHAM3 
^LANB  WILtPAMS 


September  22,  1975 


The  Honorable  Romano  L,   Mazzoli,  ChairmaJ) 
Subcommittee  on  Fiscal  Affairs 
Comiriittoi^  on  the  District  of  Columbia 
United  States  House  of  Representatives 
WauhingtoQ,   D,   C.     20515 

Dear  Mr.  MssszoLi: 


We  regret  that  it  was  not  possible  for  VOICE  to  be  put  on  the 
schedule  to  testify  in  regard  to  the  hearings  ymar  committee 
conducted  on  D.  C,  Revenue  Bill  No,   1-34^    B\Jt  we  are 
pleased  to  hear  from  your  staff  that  the  record  is  being  held 
open  for  statements  on  the  subject  such  as  ours. 

VOICE  is  an  organization  of  150  responsible  community  leaders 
which  Since  its  founding  has  worked  to  unite  the  citizens  ol  the 
metropolitan  Washington  area.    Similarly  VOICE  has  been  in 
the  forefront  of  the  fight  to  obtain  Home  Rule  for  the  District  of 
Columbia  as  well  as  the  current  drive  for  full  representation. 
We  are  therefore  concerned  about  the  debate  and  the  turn  of 
events  involving  one  section  of  the  Revenue  Act  of  1975  in 
particular.     That  section  involves  the  removal  of  the  exemption 
for  professionals  from  the  unincorporated  business  Income  tax. 

The  facts  nepd  an  objective  review; 

clearly  the  only  fair  solution  to  the  problem  of  sharing 
the  cost  of  providing  services  in  the  city  among  the  non- 
resident users  is  to  tax  the  Income  of  all  nonresidents 
in  the  District,     (VOICE  has  been  on  record  for  several 
years  in  support  of  a  nonresident  reciprocal  income  tax 
and  will  take  an  active  part  tn  advocating  it  in  the  future, } 
BmX  as  we  all  know  this  is  S|>ecifically  prohibited  by  the 
Ho^e  Hule  Act* 

because  of  the  Home  Rule  Act  prohibition  some  inequity 
may  be  created  between  salaried  people  who  remain 
untaxed  and  professionals  who  will  be  taxed ^  however, 
professionals  clearly  benefit  from  income  earned  in  the 
city  to  a  greater  degree  through  the  many  services  they 
receive  directly  and  the  economic  advantages  of  being 
located  in  the  city. 
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prole sslonala  have  been  exempted  from  the  unin- 
corporated btisineBB  Income  tax  since  at  le&st  1947. 
This  has  obviously  been  unfair  over  the  years  and 
profeaaionals  ahould  no  longer  expect  to  escape 
carrying  their  fair  share  of  the  city's  tax  burden 
during  this  period  of  extremely  tight  budgets. 

It  occt^rs  to  VOICE  that  the  practical  problem  stems  not  only 
Irom  the  introduction  of  a  new  tax  but  from  the  amount  of  the 
new  tax  (12  per  cent)  and  the  fact  the  tax  can  be  credited  against 
local  income  tax  in  D*  C.   but  not  in  Maryland  and  Virginia, 
While  we  think  the  city  can  and  should  moderate  the  impact  of 
this  new  tax,  we  think  this  is  the  prerogative  of  the  city  which 
in  the  spirit  of  the  Home  Rule  Act  should  not  be  overridden 
by  Ccsngresa, 

As  to  the  crediting  of  this  tax  in  other  i^risdictiQns  we  urge  and 
would  support  any  legislation  which  would  make  this  possible 
else  where. 

The  District  cannot  forego  the  proceeds  from  this  tax  because  of 
the  extremely  tight  budget  it  will  be  working  under.    Now  is  the 
time  to  establish  the  principle  that  the  users  who  benefit, 
residents  and  nonresidents  alike j  should  share  the  burden  of  the 
costs  of  providing  the  city's  services. 

Thank  you  for  the  opporttmity  to  express  our  views  on  this 
Important  matter. 


Sincerely  yours. 


President 


Copy  to:    All  Members  of  the 

Hoiise  District  Committee 
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Alexandria,  Va,,  Sepfemher  18^  i97S, 
I  Hon.  BoMArro  L.  Mazzoli^ 
Chairman,  Subcommittee  on  FUcal  Aff^in,  Mouse  District  of  ColumlHa  Ooftir" 

mitiee^  Lonff worth  Bouse  Offlce  BuUdinff,  WashinQtont  D.€. 
Dear  Representative  Mazzoli  :  I  am  enclosing  a  statement  on  the  proposed  tax 
on  profesaionals  bj  the  government  of  the  District  of  Columbia,  I  would  appre- 
ciate It  if  you  would  include  my  statemeDt  of  opposition  to  this  tax  in  the  offldal 
record  of  the  hearings  on  this  issue  by  your  Subcommittee. 
Your  assistance  in  this  matter  is  much  appreciated. 
Sincerely  J 

Ji;lk8  GABAFteS, 
Elncloaure, 


Statement  of  Jelks  Cabaniss  on  the  Proposed  Tax  ok  Pkofes61onai.8  bt  ti 

District  op  GoLTJiimA 

I  strongly  oppose  the  efforts  by  the  District  of  Columbia  government  to  Impose 
a  tax  on  professionals  who  live  in  the  Virginia  suburbs  and  work  in  the  District 
of  Columbia, 

As  a  former  president  of  the  Old  Town  Civic  Association  (Alexandria,  Vir* 
glnla)^  a  real  estate  developer,  and  a  businessman,  I  view  this  tax  as  botii  unfair 
and  inequitable.  This  tax  would  hit  those  individuals  who  live  in  Virginia  but 
make  a  real  contribution  to  the  betterment  of  the  District  of  Columbia  by  work* 
ing  in  the  city.  It  is  unfair  to  penalize  these  talented  Individuals  in  order  to  sub- 
sidize the  District  of  Columbia's  budget. 

This  tax  if  adopted  would  set  a  dangerous  precedent.  It  Is  in  effect  a  commuter 
tax  which  is  ppeciflcally  prohibited  by  the  District  of  Columbia's  Home  Rule 
Charter.  It  is  clear  that  this  would  be  only  the  beginning  of  a  commuter  tax  which 
would  be  extended  to  more  and  more  people  from  Virginia  who  work  in  the  Dis- 
trict of  Columbia. 

As  a  resident  of  Virginia  and  a  candidate  for  the  House  of  Delegates,  I  strongly 
oppose  the  effort  to  have  the  budgetary  problems  of  the  District  placed  on  tlie 
shoulders  of  professionals  from  Virginia  who  work  in  Washington,  D.C,  I  oppose 
this  unfair  and  inequitable  tax  and  urge  Congress  to  reject  this  measure. 


M 


Septewbee  23,  1975. 
Memorandum : 
To  Michael  Nevins,  Staff  Director^  Fiscal  Affairs  Subcommittee,  House  District 

Committee. 
From  :  Judy  Rogers.  Special  Assistant  for  Legislation.  m 

Re :  Subcommittee  hearings  on  H.  Con.  Ees.  STQ.  ■■ 

Enclosed  is  the  answer  to  a  question  raised  during  the  hearing  on  Septem-^" 
ber  17,  1976, 
Enclosure : 


Answees  to  Questions  Asked  Dubino  House  Hearings 


f4 


Question.  How  much  revenue  would  be  produced  by  H,R.  &471? 

Answer  We  estimate  annual  revenues  at  $7.7  million, 

QueAtion.  How  much  revenue  would  be  produced  if  H.R.  9471  were  modified 
sucli  that  D.C.  residents*  income  would  follow  curent  law  with  rei^pect  to  the  un- 
incorporated business  franchise  tax  and  the  Individual  income  tax.  (Permits 
residents  to  exclude  income  subjected  to  unincorporated  business  franchise  tax 
from  individual  income  tax). 

Answer.  We  estimate  annual  revennee  at  $5.6  million. 
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STATEMENT  OF  STANLEY  t.  BRECMAN,  COUNSEL  FOR 
THE  WASHINGTON  PSYCHIATRIC  SOCIETY 
TO  THE  HOUSE  DISTRICT  OF  COLUMBIA  COMMITTEE, 
SUBCOMMITTEE  ON  FISCAL  AFFAIRS 


My  name  Is  Stanley  L  Bregman,    T  am  a  member  of  Cbe  law  firm  of 
"Bregman,  Abell,  Solcer,  and  Kay,  and  1  am  counsel  for  the  Washington 
Psychiatric  Society »    The  Washington  Psychiatric  Society  is  made  up  of 
approximately  nine  hundred  practicing  psychiatrists  in  the  metropoHtan 
area.    Of  those,  475  have  offices  in  the  District  of  Colunibia,    Of  the  475 
psychiatrists  practicing  In  the  District  of  Columbia,  210  are  residents  of 
the  District  of  Columbia,  and  265  are  residents  of  the  nearby  suburban 
areas*   The  Washington  Psychiatric  Society  ojiposes  tlie  unincorporated 
business  tax  to  be  imposed  upon  professionals  as  passed  by  the  D.C.  CouncilJ 
and  respectfully  requests  that  Congress  exercises  its  responsibility  and 
uses  Its  statutory  authority  to  prohibit  imposition  of  the  tax  because  of 
the  following  reasons: 

L      It  Is  discriminatory  and  unfair- 

2-  It  is  bad  economic  policy, 

3-  It  is  in  probable  violation  of  Sectioi!  602(a)(5)  of  tie  flome  Ruie 
Act  which  specifically  prohibits  the  imposition  of  a  commuter  tax , 

The  Washington  Psychiatric  Society  would  be  in  fa  vol-  of  a  tax  on 
professionals  that  was  more  fair  and  equitable-    The  tax  passed  by  the  D.  C, 
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The  tax  as  passed  by  die  D,C,  CoLmcU  grossly  cUscrim maces  asainsc 
K^aryland  and  Virginia  residents-    D*C.  residents  will  be  able  to  credit 
against  their  D,C.  income  tax,    Maryland  and  Vtrgiriia  residt^nts  on  the 
oEher  hand  because  of  their  respective  state  laws  will  not  be  eligible  to 
enjoy  such  a  credit. 

The  tax  as  passed  by  the  D,  C,  City  Council  applies  only  to 
^unincor  para  ted  professional  businesses  not  to  incorporated  professional 
'  businesses.    Although  a  professional  corporation  is  subject  to  the  D.C, 
corporation  income  tax,  such  corporations  are  allowed  a  deduction  for 
reasonable  salaries,  which  in  most  cases  would  be  close  to  100  percent 
of  net  income.    Thus  the  new  tax  discriminates  against  the  unincorporated 
professional, 

Tn  applying  the  same  deduction  formula  to  professionals  whsrc 
capital  Is  not  a  material  income  producing  ftictor,  as  other  unincorporated 
businesses  where  capital  in  a  material  Income  producing  factor,  is  grossly  J 
inequitable-    Miking  a  distinction  between  businesses  which  provide  personal 
services  and  those  where  capital  is  a  material  income  producing  factor  has 
long  been  a  well  eatabUshed  principle  of  tax  lavr. 

Setting  an  additional  tax  of  12  percent  on  45  percent  net  income  creates 
an  unfeir  burden  upon  proressfonals.    The  national  average  yc*nrly  ineom:?  of 
a  psychiatriKt  is  approXTmatcly  .M2,500.    Althonj^h  rnosr  psych  ran- is  ts  are 
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sole  practitioiierdiuid  tliQy  would  be  able  to  take  full  advantage  o§  t4iD  $5,000 
deduction  the u:  tax  burden  would  substantially  increase,    A  psycliiiatrist 
earning  $42,500  a  year  practicing  in  D.C,  living  in  eltber  Maryland  or 
Virginia  would  have  to  pay  In  addition  to  his  already  existing  federal,  state, 
and  local  taxes,  the  amount  of  $1,695.    This  is  double  the  aniount  of  state 
taxes  a  Virginia  resident  is  now  paying  and  almost  double  that  of  a  Maryland 
resident.    Only  professionals  would  be  faced  with  this  burden. 

Another  unfair  aspect  of  this  new  tax  is  its  retroactive  applicatlpEi  to 
the  first  of  January  1975.    Inripositlon  of  a  retroactive  tax  Is  unfdlr  and  sliould 
be  done  only  in  emergency  situations. 

We  believe  this  new  tax  to  be  socially  aiKl  economically  Ill-advised 
and  unsound.    Both  the  D.C.  Government  and  the  Congress  must  recognize 
and  anticipate  that  many.professionals,  because  of  tj>e  severe  fi|ivmcial 
burden  that  will  result  from  this  tax,  will  move  their  offices  out  oC  tlic  ,  - 
District  of  Columbia  into  the  neighboring  suburbs.    The  harmful  effects  of 
such  an  exodus  are  readily  apparent.    First,  there  would  be  a  reduction 
of  available  medical,  legal  and  other  much  needed  professional  services 
for  the  residents  of  the  District  of  Columbia.      Second,  employment  in  the 
District  of  Columbia  would  be  adversely  affected.    Third,  there  would  be 
less  utilization  of  office  space  and  a  reduced  need  for  supportive  services 
to  maintain  t\iQ  office  buildings.    Fourtli,  wirliin  a  few  years  the  tax  revenue 
base  would  1k^  decreased.    The  foregoing  are  the  more  obviou>:;  economic 
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conaequences  of  a  migration  of  professionals  from  the  District  of  Columbia. 
A  more  detailed  list  could  be  compiled  that  vrould  includs  a  loss  of  revenue 
by  Metro,  parking  meters,  parking  lots,  and  the  possible  loss  of  sales  tax 
revenue  from  those  people  who  come  into  the  District  for  professional 
services.    By  reducing  the  tax  base,  Washington  will  be  taking  one  step 
towards  creating  a  New  York  City  situation. 

It  is  also  reasonable  to  expect  that  those  professionals  continuing  to 
practice  in  the  District  of  Columbia  will  pass  part  of  the  burden  created  by 
this  tax  to  the  consumer  thus  causing  increased  costs  for  the  consumers. 

Section  602(a)(5)  of  the  Home  Rule  Act  prohibits  the  D.C.  City  Council 
from  imposing  "any  tax  on  the  whole  or  any  portion  of  the  personal  income, 
either  directly  or  at  the  source  thereof,  of  any  individual  not  a  resident  of 
the  District  ..."     The  tax  passed  by  tlic  D.C.  City  Council  which  does 
not  allow  a  reasonable  deduction  for  salaries  to  reflect  tlio  personal  efforts 
of  the  individual  members  of  tlie  prcrfessional  firm,  is  personal  in  nature 
and  thus  a  tax  on  personal  income.    For  this  reason  this  tax  appears  to  be 
a  violation  of  the  Home  Rule  Act  and  will  result  in  litigation. 

As  I  smted  earlier  the  Washington  Psychiatiic  Society  would  be  in 
favor  of  a  tax  on  professionals  if  such  a  tax  was  fair  and  equitable.    Tliere 
are  various  alternative  formulas  thiit  would  result  in  a  fair  and  equitable 
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tax  and  still  generate  the  much  needed  additional  tax  revenue  sought  by  the 
District  of  Columbia,  for  example: 

1.  A  salary  allowance  for  incorporated  professional  firms. to 
at  least  80  percent  of  net  income. 

2.  A  1  percent  tax  on  gross  income. 
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COJJTf €TL  OF  THE  DlSTBICT  OF  COLUMBIA, 

Wa^hinffton,  D.O.p  July  B8j  1975. 
Hon.  Cakl  Albert, 

Speaker  of  the  House,  U.8.  House  of  Representaiit)eSt 
U.S.  Capitol,  Washington,  DM. 

Dear  Mr.  Speaker  :  I  have  the  honor  to  trajiemlt  to  jon,  in  accordance  witli 
Section  602(c)  of  the  D.C.  Self  Government  and  Governmental  Reorganization 
Act,  PL  93^198,  a  copy  of  an  Act  adopted  by  the  Council  July  11, 1975,  and  signed 
by  the  Mayor  July  23,  1975.  Act  1-34  will  provide  revenue  for  the  DlBtrict  of 
Columbia,  and  for  other  purposes. 

Attached  to  the  act  is  a  docket  sheet  for  signature  of  the  Clerk  of  the  House 
by  the  expiration  of  the  30-day  review  period.  In  the  event  during  this  period 
the  House  adopts  a  resolution  disapproving  such  act,  please  so  advise  the 
Council  on  the  docket  sheet,  noting  the  resolution  number  and  signature  of  the 
House  Clerk. 

To  begin  the  count  of  the  30-day  review  by  Congress,  it  would  be  appreciated 
if  your  oflSce  would  aclcnowledge  receipt  of  this  document  on  the  tissue  copy 
attached. 

Sincerely  youra, 

Stkkung  Tttcker, 

Chairman, 

Enclosures, 

OOimCIL  OF  THE  DiBTfilGT  OF  COLUMSLi, 

WasUngton,  I>,C,,  Julu  SO,  1915. 
Hon.  Carl  Albert, 

Speaker  of  the  House ^  U.S.  House  of  Representativeii  UM.  Capitol^  WasJUngian^ 
DM. 
Dear  Mb.  Sfeaker:  Enclosed  please  find  a  set  of  reports  of  the  CounciVs 
Finance  &  Revenue  Committee,  detailing  the  legislative  histoir  of  the  adopted 
Revenue  Act  of  1975.   These   materials  were  inadvertently  omitted  from  the 
July  28th  transmittal  to  yon  of  Act  1-34  for  congressional  review. 
We  hope  you  have  not  been  inconvenienced  in  this  instance. 
Sincerely  yours, 

Vaiuerik  J.  Babry, 
Leffislative  Servioes. 
Enclosures. 
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REVENUE  ACT  OF  1975 

AN  ACT  1-34,  In  the  Council  of  the  District  of  Columbia.  approTed  July  23,  1976,  to 
proTf de  additional  revenue  for  the  District  of  Columbia,  aad  for  other  purposes 

Be  It  enacted  by  the  Cotmdl  of  the  District  of  Columbia,  That  this  act  may  be 
cited  as  the  "Revenue  Act  of  a&75'\      * 

TITLE  I— REGISTRATION  FEES  AND  EXERCISE  TAXES  FOB 
MOTOR  VEHICLES 

Sec.  lOL  Bection  3  of  Title  IV  of  the  District  of  Columbia  Revenoe  Act  of  1937, 

approved  August  17,  1937  (D.C.  Code,  sec.  40-103),  Is  amended  as  follows: 

(1)  The  paragraph  dealgnflted  '*Class  A"  of  aufo&ectioii  (b)  (relating  to  regis- 
tratloa  fees  for  passenger  motor  vehicles)  is  amended  by  striking  out  **$S0"  and 
**$50'^  and  laserting  in  lieu  thereof  ^1!40''  and-"$f>7'^  respectively. 

(2)  The  paragraph  designated  ''Class  B"  of  subsection  (b)  (relating  to  regis- 
tration fees  for  trucks*  tractors  and  certiiin  commercial  motor  vehicles)  is 
amended  by  striking  out  "$53",  "$50",  ''$m'\  ^'$80*',  "$91*',  *'$9&*\  *'$112'\  **$128", 
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**$163",  ^'1191^',  "$229",  and  *^|299",  and  inserting  in  lieu  thereof  *'$7V\  -$7rJ 
'%BT\  *'$1QT\  "1122",  -$132",  "|150''.  -$17r'.  "$218'\  "$225",  "$306",  and  "$350^ 
respectively. 

(3)  The  paragrapb  deaignated  "Class  C"  of  snbseetlon  (b)  (relating  to  re^gls- 
tration  fees  for  trailers),  is  amended  bj  Btrlklng  out  "$11*\  "$16",  "$27'\  **|i"V. 
"$61",  -$80",  "$99",  ^'$123'\  *'$mT,  "$203",  and  "$243",  and  inserting  in  lie*. 
thereof  ''$15",  "$22'\  "$86",  **$58'*,  "$S2".  "$10r\  "$132%  "$164",  "$218",  ** 
and  "$a23",  respectively. 

(4)  The  pamgrraph  designated  "Class  D"  of  aubsectlon  (b)  (relating  to  _ 
tration  fees  for  motorcycles,  motor  bicyeles,  motor  tricyeles  and  motor  wheek) 
amended  by  striking  out  "$12",  and  inserting  in  lieu  thereof  "$16"* 

(5)  The  paragraph  designated  "Class  E"  of  subsection  (b)  (relating  to  registra' 
tion  fees  for  antique  motor  vehicles)  is  amended  by  striking  out  *'$5*'  and  Insertlni 
in  lieu  thereof  "$7". 

(6)  The  paragraph  designated  "Class  F"  of  subsection  (h)   (relating  to  n 
tration  fees  for  dealer's  identification  tags)  is  amended  by  striking  out  "$30", 
and  **$10",  and  inserting  in  lieu  thereof  "$40",  and  "$14".  respectlv^y. 

(7)  Subsection  (d)  of  such  section  3  is  amended  to  read  as  follows : 
"(d)   Twenty-five  per  centum  of  the  gross  proceeds  from  fees  payabli 

under  this  title  shall  be  paid  into  the  Metrobus  Fund  established  und* 
section  103  of  the  District  of  Columbia  Revenue  Act  of  1975.  The  remaindi 
of  the  proceeds  from  fees  payable  wnder  this  title  shall  be  divided  betwi 
the  General  Fund  and  the  Highway  Fund.  The  Council  of  the  District 
Columbia  shall  determine  the  percentage  of  such  remainder  which   s^h 
be  deposited  to  the  credit  of  the  General  Fund  of  the  District  of  Colunibi 
except  that  the  percentage  of  such  remainder  deposited  to  the  credit  of  t 
General  Fund  shall  be  not  less  than  forty-two  per  centum  or  more  thj 
forty -seven  per  centum  of  such  remainder.  The  amounts  of  such  remaindi 
not  deposited  to  the  credit  of  the  General  Fund,  along  with  specified  mone: 
collected  from  the  motor-Tehicle-fuel   tax,  and  specified  amounts  of  fi 
charged  for  the  titling  of  motor  vehicles  and  trailers^  including  speclfli 
amounts  of  fees   charged   for  the   issuance  of  permits  to  operate   mot 
vehicles,  shall  be  appropriated  and  used  solely  and  exclusively  for — 
"(1)  construction,  reconstruction.  Improvement,  and  maintenance 
public  highways,  Including  the  necessary  administrative  expenses 
connection  therewith ; 

"(2)  the  expenses  of  the  office  of  the  director  of  vehicles  and  trs 
incident  to  the  resrulation  and  control  of  traffic  and  the  admlnistrati 
of  the  same ;  and 

"(3)  the  expenses  necessarily  involved  in  the  police  control,  rei 
lation,  and  administration  of  traffic  upon  the  highways,  except 
the  total  amount  to  be  expended  imder  this  item  shall  not  exceed 
per  centum  of  the  total  payment  appropriated  for  pay  and  allowance! 
of  officers  and  members  of  the  Metropolitan  Police  force," 
Sec.  102.  (a>  Section  6(jl  of  the  District  of  Columbia  Traffic  Act,  approvi 
March  3,  1925  ID.C,  Code,  sec.  40-6(^(j))   is  amended  by  striking  out 
centum*'  and  inserting  in  lieu  thereof  "6  v^t  centum", 

(b)  Notwithstanding  any  other  provision  of  law,  not  less  than  one-sixth  of 
the  proceeds  collected  under  section  6(j)  of  the  District  of  Columbia  Traffic 
Act  1S25  (D.C.  Code,  sec.  40^03(j))  shall  be  deposited  into  the  Metroba^ 
Fund  established  by  section  103  of  this  title,  together  with  such  addition**! 
proceeds  collected  under  section  6(j)  as  the  Mayor  of  the  District  of  Columbia 
may,  in  his  discretion,  deem  to  be  appropriate  and  necessary. 

Sbo.  103.  (a)  There  is  hereby  established  a  spe-^lal  fund  to  be  known  as  the 
"Metrabns  Fund"  (hereinafter  in  this  section  referred  to  as  the  "Fund").  The 
Fund  shall  consist  of  amounts  paid  into  it,  from  time  to  time,  from  the  revenue 
collected  as  follows: 

(1)  Twenty-five  per  cent  of  the  amounts  collected  under  Title  IV  of  the  Dis- 
trict of  Columbia  Revenue  Act  of  1037  (D,C.  Code,  sec.  40-101  et  seq.L 

(2)  At  least  one-sixth  r>f  the  amounts  collected  undex  section  CU)    ot 
^District  of  rolumhta  Trafilc  Act,  I92n   (D,a  Code,  sec.  4<M}03(j>), 

(S^  The  amounts  collected  under  section  125(1)  nf  the  District  of  Columl 
I  Sales  Tax  Act  (D.C.  Code,  sec.  47-2602)    {Imposing  a  tax  on  the  gross  rec^l] 
from  parking) .  ^  .         - 

J       r4>  At  Iwist  one^fifth  of  the  amounts  collected  under  the  first  section  of 
fAtt  of  April  23.  11^24  Umposlnff  a  tax  on  motor^vehtcle  fuel),  such  amounts  to 
^  deposited  Into  the  Fund  no  sooner  than  July  1, 19^6. 
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(b)  The  amoynts  !n  the  Fund  shall  be  available,  when  appropriated,  to  pay 

be  District  of  Columbia's  share  of  the  cost  of  the  construction  and  operation  of 

be  MetTobua  system, 

Sec,  104.   (a)   The  Mayor  of  the  District  of  Columbia  shall  submit  to  the 

Council  of  tlie  District  of  Columbia,  no  later  than  January  1,  1976»  proposed 

'ejE^slatmn  detailing  a  three-tier  registration  fee  for  automobiles  In  claBS  A  of 

ptiQD  3fb)  of  Title  TV  of  the  District  of  Coltunbia  HeTenue  Act  of  1937  (D.C. 

Dode.  sec.  40^10;^  I    to  replace  the  existing:  two-tier  structure,  with  dlspropor- 

|tionately   lower   fee   increases   for   lighter   weighty   compact    and    subcouipact 

lAutomobiles. 

(b)  The  Mayor  of  the  District  of  Columbia  flball  submit  to  the  Comicil  of 

he  District  of  Columbia,  no  later  than  January  1,  1976,  proposed  legislation 

let  ailing  a  restructured  three-tier  motor  vehicie  excise  tax  rate  which  provides 

tor  a  substantially  lower  tax  rate  for  lighter  weight,  compact  and  aubcompact 

I  automobiles. 

TITLB  III-^MOTOR  VEHICLE  FUEL  TAX ;  DEED  RECORDATION  TAX 

Sec.  20L  (a|  The  first  sentence  of  the  first  section  of  the  Act  entitled  '*An 
kct  to  provide  for  a  tax  on  motor- vehicle  fuels  sold  within  the  District  of  Colum- 
()ia,  and  for  other  purposes",  approved  April  23,  1924  ( D.C*  Code,  sec.  47-1901 ) 
|s  amended  by  striking  out  *'&"  and  inserting  In  lieu  thereof  "10". 

(b)  Notwithstanding  any  other  provision  of  law,  on  and  after  the  effective 
^fiate  ot  this  section,  not  less  than  one-fifth  of  the  proceeds  collected  under  the 
ict  entitled  "An  Act  to  provide  for  a  tax  on  motor-vehicle  fuels  sold  within 
lie  District  of  Columbia,  and  for  other  piiriJO^s",  iD.C.  Code,  sec.  47~llKH>  to 
Fhich  reference  is  made  in  subsection  ( a )  of  this  section,  shall  be  deposited  into 
the  Metrobus  Fund  established  by  Section  103  of  title  I  of  this  act,  together  with 
puch  additional  proceeds  collected  under  the  Act  entitled  *'An  Act  to  provide 
[>r  a  tax  on  motor- vehicle  fuels  sold  in  the  District  of  Columbia  and  for  other 
irposes"^  (D.C.  Code,  sec.  47-1901)  as  the  Mayor  of  the  District  of  Columbia 
^ay.  In  hl«  discretion,  deem  to  be  appropriate  and  necessary. 

Sec.  202.  The  Mayor  of  the  District  of  Columbia  shaU  submit  to  the  Council 

lot  the  District  of  Columbia,  by  January  1,  1076,  a  thorough,  documented  «tndy 

[jutllning  the  advisability  of  differential  tax  rates  on  leaded  and  imleaded  gaso- 

ine,  and  v^^eighhig  posiltlve  and  negative  health,  environmental  and  Ineorae-class 

pnipacts  of  such  a  differential  tax  policy. 

Sec.  203,  Section  303(a>  of  the  District  of  Columbia  Real  Estate  Deed  Recor= 
pdation  Tax  Act,  approved  March  2,  1962  (D.C.  C^e,  sec.  45-723 (a) )  is  amended 
tpy  striking  out  "one-half  of  1  per  centum*'  and  inserting  in  lieu  thereof  '*1  per 
entum." 

I^TITLE  III— AMENDMENTS  TO  THE  DISTRICT  OF  COLUMBIA  SALES 

AND   USE  TAX  ACT 

Sec.  301.  The  Diatrict  of  Columbia  Sales  Tax  Act  is  amended  as  f oUovrs  : 

(1)  Paragraph  (1)  of  subsection  (a)  of  section  114  of  such  Act  (D.C.  Code, 
EC  47-2601  14  (a )  ( 1 ) )  is  amended  to  read  as  follows  : 

'*(!)  Food  or  drink  served,  preiwired  for  Immediate  consumption,  or  sold, 
in  or  by,  restaurauts,  lunch  counters,  cafeterias,  hotels,  snack  bars,  caterers, 
boarding  houses,  carryout  shoi)s  and  other  like  places  of  business,  and  food 
or  drink  sold  ready  for  immediate  consumption  from  carts,  and  motor 
vehicleE^  or  any  other  form  of  vehicle.  Hot  or  cold  sandwiches  are  considered 
prepared  foods/* 

(2)  Subsection  U)  of  section  114  of  such  Act  (D.C.  Code.  sec.  47-2601  14Ca) ) 
1  amended  by  addinir  at  the  end  thereof  the  following  new  paragraph  : 

■  (12)  The  Kale  of  or  charKe*?  made  for  the  service  of  parking,  storing  or 
keeping  motor  vehicles  or  trailers.  For  the  purposes  of  this  paragraph  'motor 
vehicles*  mean  any  vehicle  proi>elled  by  an  internal-combustion  engine  or  by 
electricity  or  steam,  except  road  rollers,  farm  tractors,  and  vehicles  pro- 
pelled only  upon  stationary  rails  or  tracks ;  and  'trailer'  means  a  vehicle 
without  motor  power  intended  or  used  for  carrying  property  or  persons  and 
drawn  or  intended  to  be  drawn  by  a  motor  vehicle,  whether  such  vehicle 
without  motor  power  carries  the  weight  of  the  property  or  persons  wholly  on 
its  ow^n  structure  or  ifvhether  a  part  of  such  weight  rests  upon  or  is  carried  by 
a  motor  vehicle.'* 


Digitized  by 


Google 


208 

(3)  ParagraptLS  (4)  and  <7)  of  subsection  (a)  of  section  114  of  iucii  Act 
(D.C.  Code»  sec.  47-'2601, 14(aJ  (4)  and  (7> )  are  repealed, 

(4)  Paragraph  (11)  of  subjection  (a)  of  section  114  of  such  Act  (D.O,  Code, 
sec.  47-2001  (14)  (a)  (11) )  Is  atneiided  to  read  as  follows  : 

*'<11)  Tlie  rental  of  textiles  to  commercial  users,  tbe  ei^sential  part  of 
aiicli  rental  includei^  the  recurring  service  of  laundering  or  cleaning  thereof/' 

(5)  Section  114(b)(1)(A)  of  such  Act  (D.C.  Code,  sec,  47-2601)  is  amended 
by  stricking  out  "other  than  sales  of  Ic^cal  telei^one  service"*  and  paragrapti  (1) 
(B)  of  subsection  (b)  of  section  114  is  repealed* 

(6)  Subsection  (b)  of  section  114  of  such  Act  (D.C.  Code,  sec.  47-2601  14(h) ) 
is  amended  by  adding  at  the  end  thereof  the  following  new  paragraph  : 

'*(5)  Food  or  drink  sold  in  the  same  form,  condition,  quantities  and 
packaging  as  is  commonly  sold  in  grocery  type  food  stores^  except  when  sold 
by  businesses  as  described  in  paragraph  (1)  of  subsection  (a)  of  this 
section." 

(7)  Section  125  of  such  Act  (D.C.  Code,  sec.  47-2602)  is  amended  to  read  as 
follows : 

"Sue.  125.  A  tax  is  imposed  upon  all  vendors  for  the  privilege  of  selling 
at  retail  certain  tangible  i>ersonal  property  and  for  the  privilege  of  selling 
certain  selected  scrvicps  (defined  as  retail  sale  and  sale  at  retail  in  this 
title).  The  rate  of  such  tax  shall  be  5  per  centnm  of  the  gross  receipts  flrom 
sales  of  or  charges  for  such  tangible  personal  property  and  services*  except 
that^ 

*'(1)  the  rate  of  tax  shall  be  8  per  centum  of  the  gross  receipts  from  the 
sales  of  or  charges  for  the  service  of  parking  or  storing  motor  vehicles  or 
trailers  j 

'*(2)  the  rate  of  tax  shall  be  6  per  centum  of  the  gross  receipts  from 
saiea  of  or  charges  for  (A)  any  room  or  nxims,  lodgings,  or  accommoda- 
tions, furnished  to  transients  by  any  hotel,  inn,  tourist  camp,  tourist  cabin, 
or  any  other  place  in  which  rooms,  lodgings,  or  accommodations  are  regu- 
larly furnished  to  transients ;  and  ( B )  food  or  drink  served,  prepared  for 
immediate  consumption,  or  sold  as  described  in  section  114<ai  (1)  ;  and 

'*(3)  the  rate  of  tax  shall  be  6  per  centum  of  the  gross  receipts  from  sales 
of  spiritous  or  malt  liquors,  beer  and  wines ;  and 

*'(4j  the  rate  of  tax  shall  be  2  i>er  centum  of  the  gross  receipts  from  the 
sales  of  food  and  drink  as  described  in  section  114(a)  (1)  of  this  title  when 
sold  from  vending  machines." 

(8)  Section  127  of  such  Act  (D.C.  Code,  sec,  47-2604)  is  amended  to  read  as 
follows : 

*'*Sec.  127.  For  tbe  purpose  of  collecting  his  reimbursement  as  provided 
in  section  126  of  this  title  Insofar  as  it  can  be  done  and  yet  eliminate  the 
fractions  of  a  cent,  the  vendor  shall  add  to  the  sales  price  and  collect  from 
the  purchaser  such  amounts  a  a  may  be  prescribed  by  the  Council  of  tlie 
District  of  Columbia  to  carry  out  the  purposes  of  this  section/* 

(9)  Subsection  (1)  of  section  128  of  such  Act  (D,C.  Code,  sec.  47-2605(1))  m 
amended  to  read  as  follows : 

"  (1 )  Sales  of  natural  or  artificial  gas  and  electricity." 

(10)  Section  128 (o)  of  9ur?h  Act  (D.C.  Code,  sec.  47-2605(o) )  is  amended  by 
inserting  "whether  or  not*'  after  *'drugs*'. 

8ec.  302,  The  District  of  Columbia  Use  Tax  Act  (D.C,  Code,  sec,  47-2T01)  la 
amended  as  follows : 

(1)  Paragraph  (5)  of  section  201(a)  of  such  Act  (D.C.  Code,  sec.  47-2701  (a) 
(5))  is  amended  by  inserting,  *'as  described  in  section  114(n)  (1)  of  title  F  of 
this  act*',  ionnerMftteiy  after  "consideration/* 

(2)  Section  212  of  such  Act  (D.C.  Code,  sec.  47-2702)  Is  amended  to  read  as 
follows : 

"Sec.  212.  Tlicre  i^  hereby  imposed  and  there  shnli  be  paid  by  every 
vendor  engaged  in  bnsiness  in  the  District  and  by  every  purchaser  a  tax  on 
the  nse,  storage,  or  consumption  of  any  tangible  personal  property  and 
services  sold  or  purchased  at  retail  sale.  The  rates  of  tax  imposed  by  this 
section  shall  be  '^  per  centum  of  the  sales  price  of  such  tan^ble  personal 
property  or  services,  except  that^ — 

"(a)  the  rate  of  tax  shall  be  6  per  centum  of  the  gross  receipts  from  the 
sales  of  or  charges  for  (1)  any  room  or  rooms,  lodgings,  or  accommodations, 
furnished  to  transients  by  any  hotel,  inn,  ton r  1st  camp,  tourist  cabfn,  or 
any  other  place  in  which  rooms,  lodgings,  or  accommodations  are  regularly 
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furnlsbed  to  transients,  and  (2)  food  or  drink  served,  prepared  for  Imme- 
diate consumptioD,  or  sold  m  d^cHbed  in  section  114(aKl)  ;  and  (3) 
apiritous  or  malt  liqnora,  beer  and  wines ;  and 

*'(b)  the  rate  of  tax  s^all  be  8  per  centum  of  tbe  gross  receipts  from 
the  sales  of  or  charges  for  the  service  of  parJdng  or  storing  motor  vehicles 
or  trailers ;  and 

**(e)  the  rate  of  tax  shall  be  2  per  centnm  of  the  gross  receipts  from 
the  sale  of  food  and  drink  as  desorlbea  in  Sec.  H4(a)Cl)   of  title  I  of 
this  act  when  sold  from  vending  machines." 
(3)  Paragraph  (2)  of  subsection  (a)  of  section  201  of  such  Act  (D.C.  Code, 
ffiec.  47-2701  (a)  (2)  Is  repealed. 

<4)   P^iragraph   l9)  of  jsubseetion  (a)  of  section  201  of  such  Act  (D.C.  C^e, 
c,  47-2701  (a )  (9) )  is  amended  to  read  as  follows : 

"(9)  The  rental  of  textiles  to  commercial  users,  the  essential  part  of 

which  rental  Includes  recurring  service  of  laundering  or  cleaning  thereof.'' 

(5)   Paragraph  (1)  of  subsection  (b)  of  section  201  of  such  Act  (D.C.  Code* 

c.  47-2701  1(b)  (1) )  is  amended  by  striking  out  ''other  than  sales  of  local  tele- 

tione  services." 

TITLE  IV— CIGARETTE  TAX 

Sbd.  401,  (a)  Section  003  of  the  District  of  Coltambla  Cigarette  Tax  Act  (D.C. 
Code,  sec.  47-2802)  is  amended  by  striking  out  "t*  cents"  and  inserting  in  lieu 
liereof  "10  cents'', 
(b)  (1)  In  the  case  of  cigarette  tax  stamps  which  have  been  purchased  prior 
Ho  the  effective  date  of  the  amendment  and  which  on  such  date  are  held 
11  affixed  to  a  cigarette  pnckRge  or  otherwise)  bj  a  wtiolesaler,  retailer,  or  vend- 
Flng  machine  operator,  licensed  under  the  District  of  Columbia  Cigarette  Tax  Act, 
lauch  licensee  shall  pay  to  the  Mayor  (in  accordance  with  paragraph  (2)  of  this 
fiftubsectlon)  an  amount  equal  to  the  difference  between  the  amount  of  tax  repre- 
laented  by  such  tax  atampis  on  the  date  of  their  purchase  and  the  amount  of 
\tSLX  which  an  equal  number  of  cigarette  tax  stamps  would  represent  if  pur- 
liased  on  the  efTective  date  of  the  amendment. 

<2>  Within  twenty  days  after  the  effective  date  of  such  amendment^  each 
Inch  licensee  (a)  shall  die  with  the  Mayor  an  affirmed  statement  (on  a  form 
be  prescribed  by  the  Mayor)  showing  the  number  of  such  cigarette  tax  stamps 
[held  by  him  as  of  the  beginning  of  the  day  after  the  effective  date  of  this  a  mend - 
aent,  or  if  such  day  is  a  Bunday,  as  of  the  beginning  of  the  following  day  and 
>(B)  shall  pay  to  the  Mayor  the  amount  specified  in  paragraph  (1)  of  thlf* 
Libsection. 

(3)  Each  such  licensee  shall  keep  and  preserve  for  the  twelve-month  period 
amediately  following  the  effective  date  of  such  amendment  the  inventories  and 

[It her  records  made  which  form  the  baaia  for  the  information  furnished  to  the 
layor  on  the  statement  required  to  be  filed  under  this  subsection. 

(4)  For  purposes  of  this  subs^ection.  a  tax  stamp  ehail  be  considered  as  held 
by  a  wholesaler,  retailer,  or  vending  machine  oi>erator  If  title  thereto  has  passed 
to  such  wholesaler,  retailer,  or  operator   (whether  or  not  delivery  to  him  has 

r^een  made)  and  if  title  to  such  stamp  has  not  at  any  time  been  transferred  to 
|any  person  other  than  such  wholesaler,  retailer,  or  operator. 

(5)  A  violation  of  the  provisions  of  paragraph  (1),  (2),  or  (3)  of  this  aub- 
ction  shall  be  punishable  as  provided  in  section  611  of  the  District  of  Columbia 

[^Cigarette  Tax  Act  (D.C.  Code,  sec.  47-2810). 

J^ITLE  V— AMENXJMENT8  TO  PROVISIONS  IMPOSING  A  TAX  ON  FINAN- 
CIAL INSTITUTIONS,  GUARANTY  COMPANIES,  AND  PUBLIC  UTILITIES 

Sec  501.  (a)  Section  6  of  the  Act  entitled  "An  Act  making  appropriations  to 
arovlde  for  expenses  of  the  government  of  the  District  of  Columbia  for  the  fiscal 
year  ending  June  thtrtieth,  nineteen  hundred  and  three,  and  for  other  purposes", 
ipproved  July  1,  1902  (D,C.  Code,  sec.  47-1701  et  seq.),  is  amended  as  follows: 

(1)  Paragraph  (5)  of  such  section  6  {D.C.  Code,  sec.  47-1701)  Is  amended 
^Jby  striking  out  '%  per  centum"  and  inserting  in  lieu  thereof  *'&  per  centum". 

(2)  Paragraph  5  of  such  section  6  (D.C.  Code,  sec.  47-1702)  Is  amended  by 
Btriking  out  "one  and  one-half  per  centum"  and  inserting  In  lieu  thereof  *'three 

er  centum", 

(3)  The  last  sentence  of  paragraph  (7)  of  such  section  6  (D.C.  Code,  sec, 
L'.i7-1703)  is  amended  by  striking  out  'Tour  per  centum  per  annum"  and  inserting 
f  in  lieu  thereof  "sis  per  centum  per  annum"- 
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(4)  Paragrapli  9  of  sacb  sec'tlon  6  {B.a  Code,  880^47-17^)  !b  amended  by" 

striking  out  ''two  per  centiim  per  annum''  and  inaertlng  la  lieu  thereof  **tliree 
per  centum  per  anniun". 

TITLE  VI— AMENDMENTS  TO  DISTRICT  OF  COLUMBIA  INCOME 
AND  FRAACHISE  TAX  ACT  OF  1947 

Sec.  60L  The  District  of  Columbia  Income  and  Franchlae  Tax  Act  of 
(0.C.  Code,  sec.  47-1501  et  seq.)  is  amended  as  follows : 

(1)  Paragraph    (u)    of  section  4  of  Title  I  of  such  Act   (D.C,   Code^ 
47-1551c<u) )  is  amended  to  read  aa  foUows  i 

'*(u)  The  term  'dependent'  means  a  dependent  aa  defined  In  section  152 
of  the  Internal  Revenue  Code  of  1954/' 

(2)  The  last  sentence  of  parairraph  ( v)  of  section  4  of  Title  I  of  such  Act  (D.C, 
Code,  sec.  47-1551c(v) )  is  amended  to  read  as  follows : 

"The  term  *head  of  a  a  family*  means  an  indivldnal  who  is  single,  or  1£^ 
marriedt  separated  from  husband  or  wife.'^ 
(a)  The  commencing  phrase  in  section  1  of  Title  II  of  such  Act  (D.C.  Cod^ 
sec.  47-1554}  is  amended  to  read  as  follows  i 

"The  following  organizations  shall  be  exempt  from  taxation  under 
article,  except  to  the  extent  that  such  organizations  have  unrelated  business 
taxable  income  subject  to  tax  under  sections  611  of  the  Internal  Revenue 
Code  of  1954,  in  which  event  such  organ i stations  shall  be  subject  to  tax  unde 
this  article  on  said  unrelated  business  taxable  income.'* 

(4)  Subsection  (b)  of  section  2  of  Title  III  of  such  Act  (D.C.  Code,  se 
47-156Ta)  is  amended  bj  adding  at  the  end  thereof  the  following  new  paragraph:] 

'^(18)   Unemployment  Compensation— Payments  received  by  an  indi vidua' 
from  the  District  of  Columbia  Unemployment  Compensation  Board  or  a  T 
ilar  State  agency  for  those  periods  during  which  he  is  unemployed.'' 

(5)  Paragraph  (16)  (entitled  "Real  Estate  Investments  Trusts/')  of  sectio 
e{a)  of  Title  III  of  such  Act  (D.C.  Code,  sec.  4T-1557b(a)  (16)),  is  renumber 
as  paragraph  {11). 

(6)  Subsection   (a)  of  section  S  of  Title  III  of  anch  Act  <D.C.  Code, 
4T-1557b(a))  is  amended  by  adding  at  the  end  thereof  a  new  para^aph 
fallows : 

'M18)  Household  and  Dependent  Care  Services — To  the  same  extent  tha 
such  amount  is  deductible  under  section  214  of  the  Internal  Revenue  Code  i 
1954^  any  amount  expended  by  an  individual  for  household  and  dependen 
care  services  necessary  for  gainful  employment ;  Provided,  however,  that  th 
requirement  of  section  214  of  the  Internal  Revenue  Code  of  1954  that  mar 
lied  couples  must  file  a  single  return  jointly,  shall  not  be  applicable/* 

(7)  Paragraphs  (a)  and  (b)  of  section  2  of  Title  V  of  such  Act  (D»C.  Cod^ 
Bece.  47-1564a  (a)  and  47-1564a  (b) )  are  amended  to  read  as  follows : 

"(a)  Residents   and    Nonresidents.-^Every   nonresident  of   the   Distrle 
receiving  income  subject  to  tax  under  this  article  and  every  resident  of  i 
District,  except  flduclaries^  when^ — 

*'(1)  his  gross  income  for  the  taxable  year,  if  single*  or  if  married  and] 
not  living  with  huband  or  wife,  exceeds  the  personal  exemptions  authorize 
for  the  taxpayer  as  of  July  1,  1975,  by  subsection  (b)  of  section  151  of  thoj 
Internal  Revenue  Code  of  1954 :  or 

"(2)  his  gross  income  for  the  taxable  year,  if  married  and  living  wit 
husband  or  wife,  exceeds  the  combined  amount  of  the  personal  exemptions 
authorized  for  the  taxpayer  and  the  spouse  of  the  taxpayer  as  of  July  x  1975|'l 
by  subsection  (b)  of  section  151  of  the  Internal  Revenue  Code  of  1954 ;  or 

"(3)  Mb  gross  sales  or  gross  receipts  from  any  trade  or  business  othe 
than  an  unincorporated  business  subject  to  tax  under  title  VIII  of  thig| 
article,  exceeds  15.000,  regiirdless  of  the  amount  of  his  gross  income:  or 

"(4)  the  combined  gross  income  for  the  taxable  year  of  a  husband  andl 
wife  living  together  exceeds  the  combined  amoimt  of  the  personal  exemp-l 
tlons  authorized  as  of  July  1,  1975,  for  tJie  taxpayer  and  the  spouse  of  the! 
taxpayer  by  subsection  (b>  of  section  151  of  the  Internal  Revenue  Code  of! 
1954.  or  the  combined  gross  sales  or  gross  receipts  from  any  trade  or  bus- 1 
iness,  other  than  an  unincorporated  business  subject  to  tax  under  title  VIII I 
of  this  article,  exceeds  $5,000,  regardless  of  the  amount  of  their  gross  income  | 
•"         "(b>  Fiduciaries.— Every  flduciary   (except  a  receiver  appointed  by  aa- 
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tbority  of  law  in  posseeaion  of  only  part  of  the  property  of  an  IndiTidual) 
for— 

"(1)  every  individual  If  single,  or  if  married  and  not  living  with  hueband 
or  wife,  for  whom  he  acts  having  a  gross  Income  for  the  taxable  year  in  ex- 
C!e3s  of  the  amount  of  his  personal  exemption  as  authorized  for  the  taxpayer 
as  of  July  1.  1975,  by  subsection  (b)  of  section  151  of  the  Internal  Revenue 
Code  of  1954 ; 

"(2)  erery  individual,  if  married  and  living  with  husband  or  wlfe^  for 
whom  be  acts  having  a  gross  income  for  the  taxable  years  in  excess  of  their 
personal  exemptions  as  authorized  for  the  taxpayer  as  of  July  1,  1975,  by 
subsection  (b)  of  section  351  of  the  Internal  Revenue  Code  of  1S54; 

"(3)  every  estate  for  which  he  acts,  the  gross  income  of  which  for  the 
taxable  year  is  in  excess  of  its  personal  exemption,  which  iy  eqni%*alent  to 
the  personal  exemption  authorized  for  an  individual  as  of  July  1,  1976,  by 
subsection  (b)  of  section  151  of  the  Internal  Revenue  Code  of  l&54j  or 

'*(4)   every  trust  for  which  he  acts,  tbe  gross  Income  of  which  for  the  tax- 
able year  is  $100  or  over.*' 
<8)  Section  2  of  Title  VI  of  such  Act  (D.C.  Code,  sec  47-1567a>  is  amended  to 
read  as  follows : 

1^  "Sec.  2,  Personal  exemptions — (a)  (1)  There  shall  be  allowed  to  residents 

I       the  same  deductions  for  personal  exemptions  as  are  allowed  as  of  July  1, 
,        1975,  under  section  151  of  the  Internal  Revenue  Code  of  19r>t 
,,  'M2)   A  taxpayer  who  qualifier  as  head  of  a  family  shall  be  allowed  a 

personal  exemption  in  an  amount  which  is  twice  the  amount  allowed  the 
taspayers  as  of  July  1,  1975,  by  subsection  (b)  of  section  151  of  the  Internal 
Revenue  Code  of  1954. 
I  *'  (b)   In  the  case  of  a  return  made  for  a  fractional  part  of  a  taxable  yean 

I       the  personal  exemptions  shall  be  reduped  to  amounts  whicb  bear  the  same 
ratio  to  the  full  exemptions  provided  as  the  number  of  months  in  the  period 
for  which  the  return  Ib  made  bears  to  twelve  months/' 
(9)   Subsection  4(b)  of  Title  VI  of  such  Art  (D.C.  Code,  sec.  47-1597 (b)  (1) ) 
is  amended  to  read  as  follows : 

'Ml)  In  applying  such  table  the  taxpayer's  marital  status  on  the  last  day 
of  the  taxable  year  shall  control/' 

1(10)  Section  6  of  Title  VI  of  such  Act.  <D.C.  Code,  sec.  47-1567©)  is  repealed. 
Sec.  602,  The  Mayor  of  the  District  of  Columbia  shall,  within  six  months  after 
Ibe  effective  date  of  this  section,  submit  to  the  Finance  and  Revenue  Committee 
of  the  Council  of  the  District  of  Columbia  and  to  the  District  of  Columbia 
Auditor,  a  report  which  shall  analysse  the  t^tal  impact  of  all  District  of  Columbia 
taxes  and  user  charges.  This  rer^ort  shall  set  forth  all  information  w^hlch  the 
Mayor  deems  useful  to  a  full  understanding  of  the  impact  of  the  tax  structure- 
It  shall  spedflLrally  set  forth  the  impact  and  revenue  of  all  taxe*^,  as  a  sum,  on 
individual  residents  grouped  by  income  dtiss  and  family  status,  (includin^f  un- 
married, married,  sinj?le  parent,  retired,  and  such  other  clasi^ifications  as  are 
appropriate).  The  same  analysis  shall  be  given  for  each  separate  tax  on  in- 
dividuals. Such  analysis  shaO  include  consideration  of  business  taxes  and  charges 
likely  to  be  passed  on  to  consumers.  The  report  shall  also  set  forth  the  impact 
and  revenue  of  each  tax  on  commercial  and  professional  activity,  and  oti  busi- 
nesses grouped  by  type  and  size  of  business  activity.  In  addition  to  the  impact  and 
revenue  analysis,  the  report  ^hall  set  forth  the  distribution  of  returm^  for  each 
tax  grouped  by  quartile  of  revenue  starting  from  the  quartile  containing  the 
fewest  returns.  An  estimate  of  the  revenue  effect  and  collection  expense  should 

»he  given  for  changes  in  major  exemptions  and  deductions. 
Sec.  603.   Section  2  of  Title  VII  of  the  District  of  Columbia  Income  and 
T'ranchise  Tax  Act  of  lfi47  (D.C.  C-ode,  sec.  47-1571a)  is  hereby  amended  to  read 
as  follows; 

'*Sec.  2.  For  the  privilege  of  carrying  on  or  engaging  in  any  trade  or  busi- 
ness within  the  District  and  of  receiving  income  from  sources  within  the 
District,  there  Is  hereby  levied  for  one  taxable  year  beglnninif  on  and  after 
January  1,  1!)75,  a  tax  at  the  rate  of  12  per  centum  upon  the  taxable  Income 
of  every  corporation,  whether  domestic  or  foreign  (except  those  expressly 
exempt  under  section  47-1554 ) .  Tlie  minimum  tax  payable  shall  l)e  $25.00. 
For  the  taxable  years  beginning  on  and  after  January,  1R76.  there  is  hereby 
levied  a  tax  «t  the  rate  of  9  tier  centum  urM>n  the  taxable  incf>me  of  every 
corporate oUi  whether  domestic  or  foreign  (except  those  expresaly  exempt 
ier  section  47-1554) .  The  minimum  tax  payable  shall  be  $25.00." 
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Sec.  604,  Section  a  of  Title  VITI  of  the  District  of  Columbia  Income  and 
Francliise  Tax  Act  of  1&47  {B.C.  Code»  8^.  47-l574b)  la  hereby  amended  ae 
follows  r 

**Sec*  3.  For  the  privilege  of  carrying  oo  or  engaging  In  an^r  trade  or  bQBl- 
ness  within  the  District  and  of  receiving  income  from  sources  within  the 
District,  there  is  hereby  leTied  for  one  taxable  year  beginning  on  and  after 
Jannary  1,  1975,  a  tax  at  the  rate  of  12  per  centum  upon  the  tiixable  income 
of  every  tinlncorporated  bui? loess,  whether  domestic  or  foreign  (except  those 
expressly  exempt  under  section  47-1554 ).  The  minimum  tax  payable  shall 
be  $^.00.  For  the  taxable  years  beginning  on  and  after  January  1,  1979, 
there  is  hereby  levied  a  tax  at  the  rate  of  9  per  centum  upon  the  taxable 
income  of  every  unincorporated  business,  whether  domestic  or  foreign  (ex- 
cept those  expressly  exempt  under  section  47-1554 } .  The  minimum  tax  pay- 
able shall  be  |25.00.'' 
Sec.  605.  Section  1  of  Title  VIII  of  the  District  of  Columbia  Income  and 
Franchise  Tax  Act  of  1947   (D.C.  Code,  sec.  47-1574)  is  hereby  amended  by 
striking  the  following  sentence : 

**The  words  *unincf>rporated  business*  do  not  include  any  trade  or  business 
which  by  law,  customs  or  ethics  cannot  be  incorporated,  any  trade,  business. 
or  profession  which  can  be  incorporated  only  under  the  District  of  Columbia 
Professional  Corporation  Act,  or  any  trade  or  business  In  which  more  than 
80  per  ceatiim  of  the  gross  income  is  derived  from  the  personal  services 
actually  rendered  by  the  individual  or  members  of  the  partnership  or  other 
entity  in  the  conducting  or  carrying  on  of  any  trade  or  business  and  in  which 
capital  is  not  a  material  income-producing  factor.*' 
_  Bec.  606.  Section  2,  4  and  5  of  Title  XIlI  of  the  District  of  Columbia  Income 
and  Franchise  Tax  Act  of  1947  (D.C.  Code,  sec.  47-1589a,  c  and  d)  are  amended 
by  striking  the  words  "one-half  of  1  per  centum'*  wherever  they  appear  and 
inserting  in  lien  thereof  the  words  "three-fourfhs  of  1  per  centum." 

Sec.  sot.  Subsections  "(b)",  "(c)*'  and  "(d)*^  of  section  1  of  Title  XI 11  of  the 
District  of  Columbia  Income  and  Franchise  Tax  Act  of  1947  (D,C*  Code,  sec.  47- 
158©(b)^  (c),  and  (d) ),  are  amended  by  redesignated  said  subsections  as  **(c)", 
"(d)",  and  "(e)*'  respectively,  and  as  redesignated  by  striking  from  subsection 
"(d)"  the  flgiire  "6''  and  Inaeriing  la  lieu  thereof  the  figure  "9*\  and  by  inserting 
the  following  new  subsection : 

"<b>  FAILURE  TO  PAY.  In  the  case  of  any  failure  to  pay  the  amount  of 

tax  required  by  titles  VII  and  VIII  of  this  article  within  the  time  prescribed 

by  law  or  prescribed  by  the  Mayor  or  Council  in  pursuance  of  law,  5  per 

centum  of  the  tax  ahall  be  added  to  the  tax  for  each  month  or  fraction  there- 

of  that  such  failure  continues*  not  to  exceed  25  per  centum  In  the  aifjrregate 

except  that  when  the  tax  is  paid  after  such  time  and  it  is  shown  that  the 

failure  to  pay  was  due  to  reasonable  cause  and  not  due  to  willful  neglect,  no 

such  addition  shall  be  made  to  the  tax/' 

Sec.  608,  Section  14  of  Title  XII  of  the  District  of  Columbia  Income  and 

Franchise  Tax  Act  of  1947  (D.C-  Code,  sec  47-15861-1)  is  amended  by  striking 

the  figure  **6"  wherever  it  appears  therein  and  inserting  in  lieu  thereof  the 

figure  "9". 

Sec.  609.  Section  4{h>f2>  of  Title  I  of  the  District  of  Columbia  Income  and 
Franchise  Tax  Act  of  t&47  (D,C.  Code,  see.  47-1551c(h)(2>  is  hereby  repealed 
in  its  entirety, 

TITLE  VII— WATER  AND  SBWBH  SERVICE  RATES 

Sec.  701.  (a)  Water  and  Water  Service  Ratea  and  Charges.  Not  withstanding 
any  other  provision  of  law  or  regulation,  the  following  rates  and  charges  shall 
be  applicable  for  water  and  water  services  provided  on  or  after  July  1, 1975 : 

(1)   Rat  Pit  and  Charges  for  Metered  Services.  The  minimum  rate  for  water 
furnished  any  premises  through  a  metered  service  shall  1^  $R,75  semiannu- 
ally for  the  \me  of  up  to  3.600  cubic  feet  of  water,  payable  in  advance  and  fnr 
water  furntf^hed  during  such  period  in  excess  of  that  quantity  the  rate  phall 
be  thirty  cents  per  one  hundred  cubic  feet  of  water, 
fb)   Sanitary  Sewer  Rates  and  Charges,  THa  rhfirs^  fnr  sanltarv  »pw**t-  fIprv1rf^ 
furnished  any  pr**mfBes  in  thp  Bistrict  of  Colnmhia  shall  be  90  per  centum  of  the 
charge  for  water  or  water  serv1f*e  furnished  any  such  premises  from  the  District 
of  Columbia  Water  Supply  System  and  eh  all  be  collected  in  the  sapae  manner  and 
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at  tbe  same  tlmje  as  water  charges  are  eoUe^ted,  When  water  im  supplied  any  Bnch 
premijsefi  from  a  source  or  sources  other  than  the  District  of  Columbia  Water 
Supply  System,  the  charge  for  sanitary  aewer  serTice  shall  be  the  same  in 
amouut  as  would  be  charged  if  the  same  quantity  of  water  were  furnished  such 
premises  from  the  District  of  Columbia  Water  S apply  System  through  metered 
service.  The  sanitary  sewer  charge  shall  be  added  as  a  separate  item  on  the  bill, 
If  any,  for  water  and  water  service  furnished  such  premises, 

<e)  Payment  of  Rates  aud  Charges.  All  rates  for  water  and  water  service  and 
the  charges  for  sanitary  sewer  service  hereby  established  shall  be  payable  at 
least  once  semiannually*  When  the  computation  of  the  amount  of  any  bill  for 
any  of  such  services  results  In  a  fraction  of  one-half  cent  or  more,  the  next 
highest  amount  not  containing  a  fraction  shall  be  charged. 

Sec.  102.  Penalties.  The  penalties  to  be  imposed  for  failure  to  pay  bills  for 
water  and  sewer  service  after  the  expiration  of  thirty  days  from  the  date  of 
rendition  thereof,  and  the  payment  of  any  costs  incurred  by  the  District  of 
Columbia  in  connection  with  discontinuing  and  restoring  the  water  supply  to  any 
premises,  shall  be  as  provided  by  sections  102  and  210  of  the  District  of  Columbia 
Public  Works  Act  of  1954  (D,C.  Code,  sees.  43-1521a,  4a-1609) . 

Sec,  703.  Change  of  OwTiership  or  Occupancy.  Any  person  who  desires  a  state- 
*  ment  of  the  account  of  any  water  or  sewer  service  charge  to  the  date  of  the  acqui- 
sition of  any  premises  shall  make  a  written  request  to  the  Water  Registrar  on 
I  or  before  the  date  of  such  acquisition,  except  that  the  authority  to  enforce  pay- 
( ment  of  water  and  sewer  service  charges  by  shutting  ot£  the  water  supply  or  by 
k refusing  to  restore  the  water  supply  may  be  exercised  without  regard  to  any 
f change  of  ownership  or  occupancy  of  any  such  premises.  The  Water  Regittrar 
P«^hall  have  access  to  the  premises  furnished  water  or  sewer  service,  and  if  any 
such  premises  is  vacant,  any  request  for  a  statement  of  account  shall  contain  a 
fixed  time  at  which  a  representative  of  the  Water  Registrar  may  obtain  access. 
Sec.  704-  By  November  15,  1975,  the  Mayor  of  the  District  of  Columbia  shall 
JBubmit  to  the  Council  of  the  District  of  Cohuiibla  a  water  rate  structure  which 
Ishall— 

(a)  continue  the  increasing  price  rate  structure  contained  In  this  title 
whereby  jjer  unit  water  rates  increase  with  increased  consumption ; 

(b)  a  plan  to  provide  for  a  minimum  bill  for  water  usage  not  to  exceed 
$2.80  for  the  first  1,200  cubic  feet  of  water  used  during  each  six  month  period ; 

(c)  provide  a  scheme  whereby  residents  of  multi-family  units  will  beueflt 
on  an  equal  basis  with  residents  of  single-family  units  in  the  low-minimum 
water  usage  rates ;  and 

<d)  provide  detailed  subatantiation  for  the  rate  structure.  The  structure, 
plan  and  scheme  submitted  by  the  Mayor  under  this  section  shall  be  designed 
to  make  no  change  in  the  amount  of  revenue  derived  from  the  water  rates 
and  sewer  service  charges,  and  shall  not  take  effect  unless  implemented  by 
further  action  of  the  Council. 
Skc,  705.  The  water  rates  and  sewer  service  charge  contained  in  this  title*  to 
effective  July  1,  1975,  shall  terminate  on  January  1,  1976»  unless-^ 

(1)  the  Mayor  of  the  District  of  Colnmbia  submits  to  the  Council  of  the 
District  of  Columbia,  hy  November  15,  1976,  a  complete  report  substantiating 
the  increase  water  rates  and  sewer  service  charges  as  necessitated  by  in- 
creased government  cost :  and 

(2)  the  Council  adopts  a  resolution  (before  January  1,  1976)  stating 
that  the  Council  don  curs  in  the  Mayor's  report.  In  the  event  such  report 
is  not  submitted  to  the  Council  by  November  15,  1975,  or  the  Council  does 
not  adopt  such  resolution  by  January  1,  1976,  then  the  water  rates  and 
sewer  service  charges  in  effect  on  June  30,  1975  shall  again  be  effective 
beginning  January  1,  1976. 

Sec.  706.  Se<^ion  ISSOc  of  Title  43  of  the  District  of  Columbia  Code  (D.C. 
Code,  sec.  4B-1520c)  is  hereby  amended  by  striking  the  second  sentence  therein 
and  fnsprtinff  in  lieu  thereof  the  following : 

"In  computing'  the  charge  for  the  consumption  of  water,  If  such  charge 
is  for  a  period  beginning  prior  to  a  change  in  water  rates  and  ending  there- 
after, such  charge  j^hall  be  prorated  in  such  a  manner  as  to  charge  for 
water  consumed  prior  to  the  effective  date  of  such  new  water  rates  at  the 
rate  which  is  in  effeet  during  that  period  of  consumption*  and  to  charge 
for  water  consumed  after  the  effective  date  at  the  new  rates.*' 
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TITLE  T1IT--BFFECTIVE  DATE.  SEVERAEII.ITT 

Sec.  801(a)  The  ameiadments  matJe  by  aections  101,  102^  201,  and  203  shall  I 
take  effect  on  tbe  first  day  of  the  first  month  after  the  day  till  a  act  becomes  law  ' 
according  to  the  provisions  of  section  002(c)  of  the  District  of  Columbia  Self- 
Qovernment  and  Governmental  Reorganization  Act. 

(b)  The  aEiendmeiir  made  by  section  401  shall  apply  with  respect  to  cigarette  I 
tax  stamps  sold  on  and  after  the  first  day  of  the  first  month  which  begins  more  j 
than  thirty  days  after  the  day  this  act  becomes  law  according  to  tlie  proviaion^  i 
of  section  602(c)  of  the  District  of  Oolnmbia  Self-GoTemment  and  Governmental  ] 
Heorgani nation  Act. 

(c)  The  amendments  made  by  section  501  ahall  apply  with  respect  to  gross  j 
receipts  or  gross  earnings  for  the  year  ending  June  30,  1976,  and  for  each 
succeeding  year  ending  on  the  thirtieth  day  of  June, 

(d^  The  amendments  made  by  section  601  shall  apply  with  respect  to  taxable] 
years  beginning  on  and  after  January  1^  1975, 

(e>  Title  VII  of  this  Act  shall  take  effect  on  July  1,  1975. 

(f)  Sections  103,  104,  202,  and  602  shall  take  effect  on  the  date  this  act  J 
becomes  law  according  to  the  provi.siona  of  section  602(c)  of  the  District  of  : 
Columbia   Self-Govemment   and   Governmental   Reorganization  Act. 

(g)  Sections  603,  604,  605,  and  609  shall  take  effect  with  taxable  years  , 
beginning  on  and  after  January  1,  1975, 

(h)   Sections  606,  607,  and  608  shall  take  effect  on  Jantiary  1,  1976. 

(i)  Section  301,  with  the  exception  of  subsections  (3),  (5)  and  (9)  of  that] 
section,  shall  take  effect  on  the  first  day  of  the  firat  month  which  begins  more  J 
than  30  days  after  the  effective  date  of  this  Act. 

(J)  Subsections  (3),  (5)  and  (9)  of  section  301  shall  take  effect  on  June  1^ 
1976,  ^f 

(k)  Section  302»  with  the  exception  of  subsections  (3),  and  (5)  of  thatl 
section,  shall  take  effect  on  the  first  day  of  the  first  month  which  begins  morefj 
than  30  days  after  the  effective  date  of  this  Act, 

(1)   Subsections  (3)  and  (5)  of  section  302  shall  take  effect  on  June  1,  197^^1 

Sec.  802(a)  If  any  provision  of  this  act,  including  any  amendment  madM 
by  this  act,  or  the  application  thereof  to  any  person  or  circumstance,  ia  helM 
invalid,  the  remainder  of  the  act,  including  the  remaining  amendments,  and  J 
the  application  of  such  provision  to  other  persons  or  circumstances  shall  no 
be  affected  thereby* 

(b)  The  repeal  or  amendment  by  this  Act  of  any  provision  of  law  shall  notl 
affect  any  act  done  or  any  nght  accrued  or  accruing  under  such  provision  off 
law  before  the  effective  date  of  this  Act  or  any  suit  or  proceeding  had  or 
commenced    before   the  effective   date   of  this   Act,  but  all  such   rights   an<fl 
liabilities  in  the  same  manner  and  to  the  same  extent,  as  if  such  repeal  or 
amendment  had  not  been  made. 

(c)  AD  offenses  committed,  and  all  penalties  incurred,  prior  to  the  effectiv 
date  of  this  Act,  under  any  provision  of  law  hereby  repealed  or  amended,  ma| 
be  prosecuted  and  punished  in  the  same  manner  and  with  the  same  effect  aa 
if  this  Act  had  not  been  enacted. 
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I.   REPORT  HIGHLIGHTS 


This  section  summarizes  the  primary 
provisions  of  the  Revenue  Act  of  1975 
and  provides  a  brief  history  of  the 
process  and  major  decisions  in  developing 
this  Act. 
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I.  RHPORT   iIIGIILIGHTS 

A.    INTRODUCTION 

This  is  a  report  of  the  D.  C.  City  Council's 
Committee  on  Finance  and  Revenue  on  the  Revenue  Act  of 
1975,  the  Act  which  funds  the  fiscal  year  1976  budget 
of  the  District  Government. 

The  Act  was  passed  by  the  District  of  Columbia 
Council  on  June  2^,  1975  with  technical  amendments  on 
June  11,  1975,  and  forwarded  to  the  Hay or  for  his  con- 
sideration and  subsequent  submission  to  Congress.   This 
Committee  Report  provides  a  legislative  history  of  the 
Revenue  Act,  and  is  intended  to  give  the  Mayor,  the  District 
public  and  U.S.  Congress  a  full  explanation  of  all  m«ioT. 
decisions  reached  on  the  tax  package  by  the  Committee  and 
trie  full  Council. 

x'he  tax  package  ultimately  decided  upon  by  the 
Committee  and  full  Council  calls  for  nov/  revenue  authority 
of  ^53. S  million,  about  o43.9  million  less  than  the  tax 
package  proposed  by  the  Mayor.  . 

The  revenue  philosophy  of  the  Committee  on 
Finance  and  Revenue  in  developing  this  tax  package  is 
essentially  fivefold. 
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First,  a  number  of  the  Mayoral  proposed  tax 
L^ncrease  meaBurea  plus  aeveral  of  the  existing  taxes 
li^.re  inequitable,  falling  heavily  upon  those  least  able 
\A^o   pay-   It  is  the  primary  concern  of  the  Finance  and 
Revenue  Committee  that  our  D*  C,  tax  system  is  an  equit- 
able tax  system. 

Second,  in  these  times  of  recession,  the 
District  needs  economic  boosts,  not  draining  tax  Increases . 
The  Federal  Government  has  recognized  that  an  economic 
shot-in-the-arm,  In  the  form  of  a  Federal  tax  cut  and 
rebate,  is  needed  to  treat  unemployment  problems.   The 
last  thing  our  local  D,  C*  economy  needs  is  a  huge  tax 
Increase,  to  negate  the  benefits  any  Federal  tax  cut  can 
provide.   Thus  it  is  necessary  to  hold  down  tax  increases 
as  much  as  possible,  to  maintain  what  strength  presently 
exists  in  our  Job  market  and  in  the  economy  generally. 

Third,  because  of  runaway  inflation,  many  D,  C* 
consumers  are  unable  to  afford  the  necessities  of  life, 
to  say  nothing  about  the  pleasures  of  life,   A  huge  tax 
increase  would  further  shrink  the  consumer's  purchasing 
dollar. 

Fourth,  we  already  have  a  weakened  tax  base, 
even  without  further  tax  increases ,   It  is  a  short-sighted 
policy  to  increase  taxes  heavily  and  gain  additional 
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revenues  for  PY  1976,  but  In  the  process  sacrifice  our 
ability  In  future  years  to  raise  revenue  because  of 
further  depletion  of  our  tax  base.   We  should  be  doing 
everything  In  our  power  to  build  up  our  tax  base,  rather 
than  tear  It  down  with  devastating  tax  Increases  that 
drive  D.  C.  firms  to  seek  suburban  shelter. 

Fifth,  It  has  been  the  position  of  the  Finance 
and  Revenue  Committee  from  the  beginning  that  the  PY  1976 
Budget  can  be  cut  substantially >  without  reducing  essen- 
tial city  services.   By  reducing  waste  and  Inefficiency, 
eliminating  Ineffective  programs  and  studies,  not  filling 
vacant  positions,  conserving  electrical  and  natural  gas 
energy,  reducing  the  city's  motor  vehicle  fleet,  reducing 
the  number  of  consultant  studies,  holding  down  promotions 
In  the  upper  pay  grades,  and  through  a  number  of  other 
measures  which  do  not  reduce  the  amount  of  tangible  muni- 
cipal services  delivered  to  District  citizens,  this  budget 
can  be  trimmed  and  our  "revenue  needs"  lessened. 

B.    BRIEF  HISTORY 

On  March  10,  1975,  the  Mayor  submitted  his 
proposed  tax  package  to  the  City  Council,  requesting  $97.8 
million  In  new  revenue  authority.   The  primary  element  of 
that  tax  package  was  a  "business  privilege  gross  receipts 
tax,"  which  was  to  be  a  1%   tax  on  the  gross  business 
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receipts  of  retail  establlahments  and  1/2  of  1%   on 
wholesale  groas  receipts.   Other  key  features  included 
a  doubling  of  automobile  registration  fees,  other  auto- 
mobile related  taxes j  financial  institution  tax  increases* 
water  rate  and  sewer  service  charge  Increases*  and,  in 
an  excellent  response  to  a  measure  Introduced  by  Council- 
member  Clarke,  a  repeal  of  the  2%   food  and  drug  sales 
tax. 

The  Committee  conducted  three  days  of  public 
hearings  into  revenue  issues  and  proposals  on  March  l8, 
April  3rd  and  4,  1975-   As  a  result  of  these  hearings 
and  of  extensive  research  and  analysis  by  Committee 
members  and  staff*  the  Committee  proposed  a  revised  tax 
package*  which  the  Council  adopted  in  first  reading  on 
April  15,  1975. 

(1)     S Ultima ry  of  the  April  15,  1975  Tax  Package 
This  April  15  tax  package  was  proposed  to  bring 
in  $^5-3  million  In  new  revenue  authorltjTi  thereby  slicing 
$52-5  million  off  the  Mayor's  proposal <   This  initial 
Committee  proposal  reluctantly  approved  the  business 
privilege  gross  receipts  tax,  but  with  certain  modifica- 
tions which  trimmed  $19-3  million  from  that  tax*   The 
exemption  level  was  raised  from  $2^,000  to  $260*000*  as 
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a  way  to  help  small  businesses,  and  the  necessities  of 
life — foods,  drugs,  and  housing  rentals — were  excluded 
from  the  tax  payment.   Also  In  this  Initial  Committee 
tax  package  was  a  lowering  of  the  highly  regressive  sales 
tax  from  5%   to  ^%,   to  help  offset  the  Inflationary  aspects 
of  the  business  privilege  gross  receipts  tax. 

Other  features  of  the  April  15,  1975  tax 
package  were: 

Repeal  of  the  5%   sales  tax  on  utility 
"bills,  to  provide  consumer  relief  In 
the  form  of  lowered  utility  bills  In 
the  midst  of  skyrocketing  utility  rate 
Increases; 

Repeal  of  the  2<  sales  tax  on  food  and 
drugs ; 

Repeal  of  the  2%   laundry  and  dry  cleaning 
sales  tax; 

A  lowering  of  the  sales  tax  on  In-bottle 
alcoholic  beverages,  to  encourage  purchases 
of  alcoholic  beverages  within  the  District 
Instead  of  In  suburban  liquor  stores; 
An  Increase  of  the  Mayoral-proposed  6% 
parking  sales  tax  (which  also  was  In 
response  to  a  measure  proposed  by  Council- 
member  Clarke)  to  B%, 
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An  increase  In  automobile  registration 
fees  by  one-third  of  the  Mayoral-requested 
increase; 

An  increase  in  the  cigarette  tax  from  6 
cents  a  pack  to  10  cents; 
Approval  of  such  Mayoral-proposed  measures 
as:   tax  Increases  on  banks,  savings  and 
loan  associations,  and  public  utility 
companies  3  an  increase  In  water  rates  and 
deed  recordation  fees;  an  increase  In  the 
motor  vehicle  excise  tax  of  one  percentage 
point;  and  a  two  cent  per  gallon  Increase 
in  the  motor  fuel  tax. 
(2)   Summary  of  the,  June  IQ^  1975  Tax  Package 
After  first  reading  of  the  tax  package  of  April 
15,  1975 >  the  Coimnlttee  and  Staff  continued  to  research 
the  tax  package  thoroughly,  and  continued  to  seek  out 
community  comments  and  analyses.   Comments  on  the  Committee 
proposed  tax  package  were  quite  favorable,  with  one  major 
exception:   despite  Committee  modifications  to  the  tax, 
the  business  privilege  gross  receipts  tax  remained  Intensely 
disliked  by  consumers  who  feared  higher  prices,  by  the 
District  business  community  who  would  have  to  pay  the  tax, 
and  by  many  unions  and  others  having  a  stake  in  the 


p 


7^  O  -  7S  -  31 


Digitized  by 


Google 


316 


-  7  - 

well-being  of  the  District  economy. 

The  Committee  found  that  the  gross  receipts  tax 
would  discriminate  unduly  against  the  high  volume,  low 
profit  margin  firms  (such  as  discount  department  stores) 
which  are  favored  by  D.  C.  consumers;  it  would  be  paid  by 
struggling  firms  sustaining  losses  (many  of  which  are 
Black  owned  and  operated,  in  their  first  years  of  opera- 
tion) as  well  as  by  well  established  profit  making  firms; 
and  the  tax  would  be  difficult  and  costly  to  administer. 
The  gross  receipts  tax  was  also  solidly  opposed  by  those 
who  would  be  paying  the  tax;  namely,  members  of  the 
District  business  community. 

Thus,  in  its  meeting  of  June  5,  1975,  the  Com- 
mittee on  Finance  and  Revenue  voted  to  abandon  the  gross 
receipts  tax,  and  the  Committee  was  supported  unanimously 
by  the  full  Council  in  its  revised  first  reading  of  June 
10,  1975. 

The  major  elements  of  this  revised  tax  package 


include: 


The  business  orlvllefice  Kross  rftr.ftlnts 

tax  was  reolaeeii  witb  >%uslness  Income  tax 
increases.  The  corporate  income  tax  was  . 

raised  from  B%   to  a  permanent  9%   rate. 

Moreover,  a  one-year  only  rate  of  12>C  was 

set  for  the  calendar  1975  tax  year,  to 
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gain  the  necessary  funds  for  the  FY  ^7^ 
budget.   With  the  Maryland  corporate 
income  tax  rate  currently  set  at  75^  and 
Virginia's  at  S%^   it  was  thought  that  the 
12S  rate  would  be  too  difficult  to  sustain 
for  more  than  a  one  year  periods   However * 
a  one  year  rate  at  this  level  would  "buy 
time"  for  the  exploration  of  alternative 
revenue  sources .      The  unincorporated 
business  franchise  tax  was  also  raised  from 
B%  to  9%  on  a.   permanent  basis,  and  to  12S6 
on  a  one  year  only  basis  for  the  1975  tax 
year; 

The  exclusion  of  professionals  (doctors, 
dentists,  CPA^s,  professional  engineers, 
architects,  etc.)  from  paying  the  unincor- 
porated business  tax  was  removed,  placing 
professionals  on  an  equal  basis  with  plumbers, 
comer  grocary  store  proprietors,  and  all 
others  who  must  pay  this  tax»   This  provi- 
sion replaces  the  1%    gross  receipts  tax  on 
professionals  which  was  proposed  by  the 
Mayor  and  by  the  Council  at  first  reading 
on  April  15,  1975. 
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The  general  sales  tax  rate,  voted  to  be 
lowered  to  k%   In  the  April  tax  package 
to  help  offset  the  negative  consumer 
Impact  of  the  business  privilege  gross 
receipts  tax,  was  voted  to  be  restored 
to  5%-     This  action  was  made  necessary  by 
the  removal  from  the  June  2'*th  tax  package 
of  the  gross  receipts  tax.   The  business 
income  tax  increases — even  at  rates  which 
would  be  double  suburban  Jurisdictions' 
rates — would  not  raise  as  much  revenue  as 
would  the  business  privilege  gross  receipts 
tax.   Further,  business  income  tax  increases 
would  not  have  as  much  of  a  negative  effect 
upon  prices  of  goods  and  services  as  would 
the  gross  receipts  tax.   Therefore,  the 
sales  tax  rate  was  restored  to  5%* 
The  alcoholic  beverage  sales  tax,  voted  to 
be  lowered  from  6%   to  k%   in  the  April  tax 
package,  was  voted  to  be  restored  to  6%   in 
the  June  2^th  tax  package.   Instrumental  in 
this  decision  was  a  report  from  liquor 
dealers  who  preferred  elimination  of  the 
gross  receipts  tax  to  a  lowering  of  the 
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alcoholic  beverage  sales  tax. 

The  utility  sales  tax  repeal  effective 

date  was  extended  from  the  beginning 

of  the  fiscal  year*  to  June  1,  197^ 

(which  Is  near  the  end  of  the  fiscal 

year.)   Because  of  Council  budget 

restrictions,  additional  revenues  were 

needed,  and  the  extension  of  this  repeal 

date  yielded  $11,5  million. 

The  provision  In  the  corporate  Income  tax 

and  Unincorporated  business  franchise  tax 

which  excludes  from  tax  payment  those  firms 

which  are  located  In  the  District  "for  the 

sole  purpose  of  doing  business  with  the 

United  States  Government"  was  removed  by 

Committee  and  Council  action.  This  "loop- 

-= —       hole"  primarily  benefited  lobbyists, 

C3)  Summary  of  June  24.  1975  and  July  11^  197^ 
Tax  Packages 

The  Revenue  Act  was  approved  by  the  Council  at 
final  readlnp;  on  June  2^,  1975 t  ^^^   subsequently  recon- 
sidered, with  technical  adjustments  Incorporated  July  11, 
19T5- 

Adjustments  in  the  Revenue  Act  between  the 
June  10th  first  reading  and  the  June  2'ith  second  reading; 
Inc luded : 
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Retaining  the  2%   laundry  and  dry  cleaning 
sales  tax  repeal,  but  Imposing  a  5%   salea 
tax  on  conimerclal  linen  rentals. 
Keeping  the  vending  machine  food  and  drlnlc 
sales  tax  at  the  2%   rate.  Instead  of 
increasing  the  tax  to  6%   as  proposed  by  the 
Mayor. 
In  the  amended  second  reading  of  July  11,  1975, 
the  Council  pushed  back  the  effective  date  of  the  finan- 
cial Institutions*  and  public  utilities*  tax  Increases  from 
the  year  beginning  January  1,  1975  to  the  year  ending  June 
30,  1976,   Legislation  was  Introduced  July  11,  1975  which 
enables  estimation  and  collection  of  financial  institutions* 
and  utilities*  taxes  during  FY  '76,  so  as  not  to  lose 
revenues  during  FY  *76. 

C.    IMPACT  OF  TAX  PACKAGE 

This  tax  package  calls  for  new  revenue  authority 
of  $53*9  million,  compared  to  the  Mayor's  request  of  197.8 
million.  Thus,  we  will  be  saving  D.  C,  Taxpayers  approxi- 
mately $43-9  million  in  these  difficult  economic  times. 

Of  the  $53.9  million  in  new  revenue  authority, 
D,  C>  businesses  will  bear  the  burden  of  about  $36-2 
million,  or  673&»wlth  citizens  contributing  an  added  $17*7 
million,  or  3316. 
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Of  the  $17.7  million  in  citizen-Increased 
taxes,   $14 •I  million  are  automobile  related  taxes, 
which  aid  the  District's  environinental  objectives.   We 
are  also  pleased  to  report  that  this  tax  package  includes 
three  tax  repeals  benefiting   citlaens:   repeal  of  the  2% 
food  and  drug  sales  tax  and  the  2%   laundry  and  dry  cleaning 
sales  tax J  both  effective  the  first  day  of  the  first  month 
after  the  day  this  Act  becomes  law,  and  repeal  of  the  5% 
sales  tax  on  utility  bills,  effective  June  1,  1976- 

The  following  is  a  tabular  suinmary  of  the  FY 
^76   tax  package  of  the  Committee  on  Finance  and  Revenue 
and  the  full  City  Council,  updated  to  the  amended  final 
reading  of  July  11,  1975. 


!rHE  COUIJClL^q  FY  *76  TAX  PKQGRAlI 


Type  of  Tax 


Motor  Vf:nicle  Reels  t  rat  ion  Fee 
Increase  by  1/3 

riotor  Vt'hlclo  Excise  Tax 
Increase  from  ^f   to  6% 

!iotor  Fuel  Tax  Increase  by  2^; 
a  Gallon 

Deed  Recordation  Tax  Increase 
from  Dt!?^  to  l-0> 


Increase  (Decrease)  in 

Revenues 

tmililonsl 


^.0 
5-0 


?...§ 
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Type  of  Tax 


Utility  Sales  Tax  Repeal, 
eff.  6/1/76  (from  [3^  to  0^) 

Laundry  and  Dry  Cleaning  Sales 
Tax  Repeal  (from  2;;  to  055) 

liew  Parking  Sales  Tax  of  8% 

Food  and  Drue  Sales  Tax  Repeal 
(from  2%    to  0%) 

Cigarette  Tax  Increase,  from  6(i; 
a  pack  to  104; 

Public  Utilities  Gross  Receipts 
Tax  Increase,  from  ^%   to  6% 

banks'  Gross  Lariiines  Tax  Increase, 
from  h%   to  6% 

Building  Assoc.  Gross  Earnings  Tax 
Increase,  from  2>i  to  3% 

Federal  Personal  Exemption  Levels, 
Child  Care 

Corporate  Income  Tax-Permanent  1% 
Increase,  from  Q%    to  9/5 


Increase  (Decrease)  in 

Revenues 

(millions) 

t  0* 


(0.2)»« 
3.3 

(6.8)««« 
2.7 

M.0***« 

1.5 
3.2 


*Wo  revenue  loss  in  FY  '76  due  to  one  month 
delay  which  is  built  into  city's  collection  of  this  tax 

**Comriiercial  rental  of  linens  is  excluded  from 
this  repeaL  .  . 

***Revcnue  estimate  also  includes  the  $.3  million 
cost  of  settinc  vending  machine  sales  at  a  2%   tax  rate 
rather  than  6'^, 

****Assumes  passage  of  a  measure  which  will 
permit  estimation  and  collection  of  these  taxes  during 
FY  »76. 
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^^^^M 

■^  avpe  of  Tax 

reaae  (Decrease)  In     ^| 

(millons)        ^M 

Corporate  Incjome  Tax-One  Year 

Additional  3*                    t 

^H 

Unincorporatoci  Buainesa  Franchise 
Tax-PeriTianent  IS 

^^M 

Unincorporated  Business  Franchise 
Tax-One  Year  3%   Additional 

^H 

Removine  Exclusion  of  Professionals 
froiji  Unincorporated  Business 

^^M 

Increased  Water  and  Sewer  Service 
Rates  (3Gii  increase) 

^^1 

l^TAL  Ui^^   TAX  PROGRAM 

^H 

Below  is  a  breakdown  of  how 

the  City  Council's      H 

FY  ' 76  tax  program  Impacts  on  District 

individuals  and    ^^^H 

businesses. 

^1 

IMPACT  OP  COUNCIL'S  FY  '7^  IJii 

TAX               ^^1 

PHOGRAH  ON  D.C.  INDIVIDUALS 

^^1 

BUoINllGSES 

^1 

Hrlmary  Impact  on  Individuals 

Annual       ^^^H 

Revenue        ^H 

(millions}     ^^H 

Motor  Vehicle  Registration 

^H 

Gasoline  Tax 

^^1 

Motor  Vehicle  Excise  Tax 

^^M 

»  ^  '  1  :  r 

I 
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1 

^^H 

^^^^^^^l^^^^v 

1 

^^^1 

^^H     Primary  Inipact  on  Individuals  (mnt 

.) 

Annual      ^M 

Revenue     H 

(millions)     ■ 

^^H     Deed  Recordation  Tax 

,^H 

^^H     Cii^arette  Tax 

^^M 

^^^B    Parking  ^iSales  Ta?c 

i^H 

^^H     Adoption  of  Federal  Personal 
^^H       exempt  ion/ Child  Care  Provisions 

^^H 

^^H     .*ater  and  5ewer  I^ervlce  Charges 

^H 

^^H     Food  and  Drug  Sales  Tax  Repeal 

"^H 

^^^B     Laundry  Sale^  Tax  Repeal 
^^^^H        NET  IMPACT  Oi^  iHDlVIDUAx^S 

<^| 

iM      ^M 

^^H     Prirary  Inipact  on  Duainesseg 

Annual      ^M 
(millions)    H 

^^^1     Banks'  Gross  Earnings  Tax 

$          ^M 

^^^B     aullcilng  Assoc,  Cross  CarninES 

"^^1 

^^H     Public  Utilities*  Gross  Receipts 

^^1 

^^H     Corporate  Inconie  Tax 

^^1 

^^H     Unincorporated  Business  Income  Tax 

^^1 

^^H     Remove  F.x elusion  of  Professionals 
^^^B      from  Unincorporated  3u5iness  Tax 

^^H     vJater  and  Sewer  Service  Charges 

^^1 

.M"      ^M 

^^^^_^      :iET  IMPACT  OW  BUSINES3^3 

36.2     ^^M 

^^^^B      TOTAL,  IL'DIVIDUALS  k   BUSI^'ESSES 

2M       -^1 

^^B     imTd:      Design  of  this  table  is  derived  from  D,  C.    ^^H 
^^^H           riunicipal  Research  Jureau,  "The  City  Budget     ^H 
^^^^^_         for  Fiscal  1976,  as  passed  by  Council^*'  July     ^M 

^^^^  "Asflumes  that  roughly  5^*^   6f  the  water  rate  Increase  Impacts 
^^^^^  on  individuals,  50%  c>n  business,                     ^ 

^^^^ 
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The   table  on  the    following  page    fits    the 
Comjiiit tee's   and  Council's   FY    '76   new   tax  procran   of 
453-9  million  into  the   total   revenues   available   to  fund 
the   District's   FY    '76   Budget. 

D,         OUTLlt;^    QF  RKI^IAI.JDER   OF   Ri:PQRT 

In  section  II  of  this  Committee  Report  is  the 
full  Report  of  April  15,  1975,  which  discusses  in  depth 
Committee  reasoning  and  deliberations  in  deriving  its 
initially  proposed  tax  packace . 

Itiis  Report  also  provides  a  capsule  description 
of  community  comments  on  each  of  the  proposed  taxe3  re- 
ceived In  testimony  during  the  Committee's  public  Revenue 
Hearings.   Additionally,  the  April  lb,  1975  Report  includes 
the  Revenue  Act  of  1975  as  initially  drafted. 

Section  III  is  an  amended  Committee  Report  of 
July  11 J  1975,  which  updates  the  April  15,  1975  Committee 
Report  to  Include  all  revisions  as  of  the  final  Revenue 
Act,  which  was  passed  at  amended  second  readinc  on  July 
11,  1975- 

Section  IV  of  this  Committee  Report  is  a 
"Summary  of  the  Revenue  Act  of  1975j"  which  outlines  in 
non- technical  language  the  contents  of  the  Revenue  Act. 

Section  V  of  this  Report  is  tVie  Revenue  Act  of 
1975 J  as  passed  at  amended  second  reading  on  July  11,  1975- 
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I.      nfTRODUCTIpit  AND  SUMHASY 

Attached  is   the  proposed  Eevenus  Act  of  1975,   as  voted  by   the 
Contnittee  on   Finance  ajid  iTe venue  in  otir  Cananlttee  meetings  Of  April   5 
and  April   9,   1975. 

This  Comtdttee  Report  sunmarizes    the  Mayor's   taitatioii  proposals , 
summariaejf   the  provisions  of  the  Revenue  Act,  notes  the  votes  taken  bu 
Cajmii ttee  iiiemi?ers  on  each  provision ,   discusses  Commit tes  deliberations 
and  reasoning  in  arriving  at  our  dscislonSf  outlinss  the  revenue  and 
socio-economic  Impacts  of  each  Act  provision ,  and  discusses  long  term 
Gonsequer^es  of  each  Act  provision. 

in  developing  the  Revenue  Act  of  197 S,   the  Coamittee  conducted 
three  full  days  of  public  hearings  on  March  18 ^  April   3  a/id  4,  1975. 
During  this  time  we  heard  from  governmental  witnesses  from  the  District 
Office  of  Budget  and  Managetttent  systmns,    the  Department  of  Finance  and 
Revenue,   and   the  Department  of  Environmental   Services    (on  water  rates ^ . 
During  the  JO  hours  of  public  hearings,   we  heard   from  77  public 
witnesses f   representing  a  wide  variety  of  neighborhood  associations ^ 
businesses,  consumer,  enviromaental ,   and  social  action  groups.      The 
Committee' s  reconmendations  were  also  reached  with  the  assistance  of 
hundreds  of  letters  from  constituents ^   nuinerous   responses  to 
Coemittee  questions  from  the  Major's  officer   and  other  phone  calls, 
letters,  meetings,  and  reports  which  are  too  numerous   to  count. 

Our  revenue  Ijearings  and  deliberations  were  not  conducted  In 
isolation  from  hearings  and  investigations  into  the  expenditures  side 
of  the  budget.      It  is  the  intent  of  all   involved  in  this  task  to  return 
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H      a  balanced  budget  hack  to  the  Maifor  which  is  responsive  to  citizen 
W       needs,  delivering  s  dollar's  tforth  of  service  for  each  dollar  af  tsx 

revenue  received.      Moreover t   this  year's  budget  should  not  just  enable 
us   to  slide  by   this  gear*s  critical   financial   problems.      Rather,   we 
are  forming  a  budget  on  which  to  build  our  citg*s  future. 

It  should  be  clear,    from  reviewing  Conmlttee  actions  In  devel- 
oping the  Revenue  Act  of  2  975,    that  we  have  an  elected  City  Council 
in  the  District ,   and  we  no  longer  have  an  appointed  Council  which 
echoes  proposals  presented  to  us. 

The  FY  1976  budget,   as  proposed  by   the  Magor,   would  increase 
16%j^   yet  it  should  be  recognized  that   the  average  budget  growth  rate 
since  FY  69  has  been  **onIy"   11%  per   year,   and  the  projected  growth 
(from  the  Multi-Xear  Plan}   in  the  FY  77   through  FY  SO  period  is  also 
**only"  11%  a  year.      The  Mayor's  Budget  Message  noted  that  the  FT  76 
budget  involves   ** continued  austeritg r'*  but  it  is  obvious  that  the 
FY  76  requested  governmental  growth  is  unusuallg  high  —  and  in  fact 
out-of-line  with  past  and  projected  budgetary  growth  in  the  FY  69-80 
period.     Of  course,   the  FY  76  budget  is  affected  by  inflation  and 
recession f   but   these  characteristics  are  not  unique   to  FY  76.      With 
many  American  cities  experiencir^  dramatic  budgetary  cutbacks   (with 
drastic  employee  layoffs  in  such  cities  as  ffew  York,  Detroit , 
Cleveland,  Newark,  and  Jersey  City},   it  Is  highly  questionable 
whether  a  16%  budgetary  growth  is  appropriate  for  Washington,   D.   C. 
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District  citizens  are  making  enormous  sacrifices  in  these  times 
of  economic  difficulty.      There  is  slmplt^  no  room  to  Ask  citizens   to 
make  additional  sacrifices,   in  the  form  of  a  $97.8  million  tax  increase, 
to  fund  govertmiental   growth  of  the  nagnltude  proposed  iy   the  Mayor   to 
the  City  Council. 

A  number  of  citizens  have  contacted  Coamittee  members  and 
suggested   that  because  of  in flat  ion ,   it  Is   inevitable   that   we  will  have 
huge  tax  increases  this  year.      However,   it  should  be  pointed  otjtt   th^t, 
because  of  inflation,  our  collections  would  be  increasing  even  at  the 
sasje  rates  of  taxation. 

Property   tax  collections  would  Increase  ^5  million  urKier  the 
Mayor's  proposal ,  because  of  increased  assessments,   even  though  the 
property  tax  rate  tffould  stay  the  same.     The  sales  tax  would  bring  in 
$?.B  million  more  in  FY  76  than  in  FY  75,   at  the  same  rates,     income 
tax  collections  would  increase  $8.7  million,  at  the  same  tajr  rates. 
Other  taxes  arid  fees  would  Increase   $2.4  million  at  the  same  rates. 
The  Federal   Payment  would  increase  $24  million  in  FY  76,   and  we  are 
certain  that  we  can  demonstrate  to  Congress  that   the  increase  is     * 
badly  needed.     But  the  point  is  that  inflation  is  already  bringing  in 
more  revenues,  without  tax  rate  increases. 

It  should  also  be  pointed  out   that   the  district  is  underesti- 
mating its  tax  collections  in  some  respects^      The  Mayor  is  not   taking 
into  consideration  at  all    the  positive  economic  impact  of  bicentennial 
activities.      In  a  February  19? 5  report  entitled,   **Visitors  and  Their 
Contribution  to  the  ffashington  Economy,**  p.   C~5,  Gladstone  Assocl^tem 
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estinate^  that  D,   C.  teix  revenues  in'a  rsmge  of  $21,0  million 
to  $25.9  militoh  per  year  are  directly  attributable  to  visitors.     If 
touriian  shOtiXd  increase,  conservatively,  just  25%  during  the  usual 
tourist  season^ because  of  bicentennial  activities,  and  taking  the  low 
figureih'the  range  of*  Gladstone  estimates , then  an  extra  $5.25  million 
in  tak  revenues  ifill  be  collected  by  the  District.     However,  District 
estimates  )turnished  id  the  City  Council  do  not  reflect  collection 
increases.     For  example,  following  are  estimated  revenues,  in  millions 
of  dollars,  from  the  sales  and  use  tax   (from  the  1976-80  Multi-Year 
Financial  Plan):     FY  75,  112.3;   FY  76,   117. li   FY  77,   122.2;  FY  78,  127.1. 
Thus,  only  normal  revenue  growth  is  projected  during  the  bicentennial 
period,  and  tax  coiiectioiis  are  therefore  underestimated. 

Of  course,  tax  collections  by  themselves  are  not  increasing 
fast  enough  to  pay  for  a  billion  dollar  operating  budget,  but  this  is 

only  because  our  tax  base  is  not  growing  fast  enough.     And  this  is 

-    ,:■■  ,  •?.  Ml   '---:    i:.--  "  ^"   -v--  ■■-':     ■•■•"'••-•   -•  '-  '•  '       -'•'■'  '       '    ■■ 

precisely  why  we  need  to  hold  taxes  down  as  much  as  possible,  so  that 

we  do  not  further  hurt  our  tax  base  and  sacrifice  our  long-run 

revenue  rising  potentieil. 
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II.      OVERVIEti  OF  COMMITTEE  ACTIONS 

The  Mayor  has  requested  a  $1,073  billion  operating  budget  for 
FY  1976.     The  grand  total  of  District  revenues  to  fund  the  operating 
budget  would  be  $1,016  under  the  Mayor's  proposal    (with  the  difference 
in  cash  flow  factors  and  deferred  items) .  The  Committee  on  Finance 
and  Revenue  has  voted  tax  revenues  of  under  the  billion  dollar  mark, 
$963.9  million,  leaving  a  gap  between  the  Mayor's  proposals  and 
Comaittee  action  of  $52.5  million. 

The  Summary  Table,   in  Section  V    of  this  Committee  Report, 
provides  an  overview  of  how  this  revenue  gap  was  reached. 

The  Committee  has  voted  a  number  of  consumer  relief  measures 
in  the  proposed  Revenue  Act  of  1975.      The  Committee  has  voted  to  lower 
the  general  sales  tax  rate  from  5%  to  4%,   thereby  placing  money  into 
the  pockets  of  D.   C.   consumers  every  time  a  retail   transaction  is  made. 
A  total  of  $15.2  million,   annually,  would  be  gained  by  the  consumers 
under  this  reform.     The  5%  utility  sales  tax  was  voted  to  be  repealed 

altogether.     Thus,   although  utility  bills  have  been  skyrocketing  over 

many 
the  past  year,  overwhelming/ family  budgets  all  across  our  cityr   this 

tax  repeal  would  actually  lower  utility  bills  paid  by  all  of  us  by  5%, 

placing  another  $9.2  million  into  the  hands  of  D.  C.   citizens.     The 

sales  tax  on  laundry  and  dry  cleaning,  proposed  to  be  increased  from 

recommended 
2%  to  5%  by  the  Mayor,  was   /  to  be  repealed  by  the  Committee,  at 

a  consumer  savings  of  $1.3  million.     The  alcoholic  beverage  sales  tax 

rate  was  recommended  to  be  lowered  from  6%  to  4%,  at  a  cost  of  $3.0 

million,  bringing  it  into  conformity  with  other  sales  tax  rates  atnd 


Digitized  by 


Google 


335 


to  help  stop  the  revenue  drain  from  alcohol  sales  to  the   snterte. 
Motor  vAicle  registration  fee  increases  were  reoomtended  bg  the 
Committee  at  only  ooe-third  of  the  Mayor's  reoosmended  levels,  thereby 
saving  District  citizens  $8,0  million. 

On  the  other  hand,  a   Ci.i—Jttee-reri-— i^  mTed  boost  in  the 
cigarette  tax,  from  6  cents  a  pack  to  10  cents  a  pack,  adds  $2,7  Million, 
Further,  a  parking  sales  tax  of  8%  brings  in  $   .8  trillion  more  than  the 
Mayor's  reoomaended  6%  level. 

Moreover,   the  impact  of  the  Mayoral-proposed  "Business  Privilege 

Gross  Receipts  Tax"  was  softened  considerably.     Food,  drugs,  and  housing 

rentals  were  excluded  from  this  IX  retail  and   ,5%   wboiesale  tax,   thereby 

assuring  D,  C,  citizens  that  they  will  not  have  to  pay  increased  prices 

for  these  necessities  of  life  because  of  a  tax  increase  placed  on  those 

commodities.     Further,  in  an  effort  to  assist  small  D,  C,  businesses, 

the  ex^aption  level  of  $26,000  proposed  by  the  Mayor  has  been  increased 

to  $260,000,     These  actions  reduce  revenues  received  from  this  new  tax 

by  $19,3  million.     This  does  not  include  recoaaendations  for  professionals 
who  remain  at  10%  or  $26,000, 

Taken  as  a  whole,   the  themes  which  run     through  the  Coamittee 

actions  are  to  provide  direct  relief  to  D,  C,  consumers  and  renters 

and  to  assist  the  small  neighborhood  busineses   —  the  comer  grocery, 

drug  store,  and  laundry. 

These  Commdttee  recommendations  are  discussed  in  detail  in 

Section  IV  of  this  Comaittee  Report,     Before  proceeding  with  that 

detailed  discussion,   the  following  is  an  outline  of  the  Coamittee' s 

"Rev&iue  Philosophy,"  which  underlies  each  of  the  Coamdttee' s  decisions. 
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JJJ.      REVEMVE  PHILOSOPHY 

This  is  not  the  time  for  a  huofe  $^7,8  million  t^x  increase,    for 
s  number  of  reasons,. 

First,   3  number  of  tije  proposed  tax  increase  measures  plus 
several  of  the  esfisting  taxes,  are  Inequitable,  falling  heavilif  upon 
those  least  able  to  pay.     It  is  the  pritaarif  concern  of  the  Finance 
and  Revenue  Coimdttee  that  our  D.   C.    tax  system  is  an  equitable   tax 
system. 

Second i   in  these  times  of  recession i  our  city  needs  economic 
boosts,   not  draining  tax  increases.      With  rising  unemploywent  causing 
overwi^lming  problems,   even   the  Federal   Government  recognizes  that  an 
economic  shot-in-the-arm,   in  the  form  of  a   tax  cut  and  rebate,   is 
nested.      The  last   thing  our  local   D.   C\   economg  needs   is  a   tax  increase, 
to  negate  the  benefits  ang  Federal   tax  out  can  provide. 

Third,   because  of  runaway  inflation,   n^ng  D,   C.   consumers  are 
unable   to  afford  the  necessities  of  life,    to  sag  nothing  about   the 
pleasures  of  life.     A   tax  increase  will   further  shrink  the  consumer's 
purchasing  dollar. 

Fourth,   we  already  have  a  rather  anaemic  tax  base,   even  without 
further  tax  increases.     It  is  a  short-sighted  policy  to  increase  taxes 
and  gain  some  additional  revenues  for  FY  1976,  hat  in  the  process 
sacrifice  our  ability  in  future  gears  to  raise  revenue  because  of 
further  depletion  in  our  tax  base.     We  should  be  doing  everything  in 
our  power   to  build  up  our  tax  base,    rather  than   tear  it  down  with 
devastating  tax  increases. 
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Tax  increases  of  this  nagnitude  tend  to  drive  aut  of  the  city 
those  who  hevB  the  option  of  leaving ,-  namely,  businesses  and  higher 
income  residents^    leaving  the  modeTAte  Income  residents  j&ehind  to  pay 
the   taxes.     As  noted  by   the  Bridget  Office  in   their   "1975  Bi^dget 
Swanarij,"  p.    84 f    "In  19^0,   64  percent  of  the  area's  Vforkers  Hfere 
employed  in  the  District,  ^pot/  the  city*s  share  of  Area  jobs  had 
dropped  to  45  percent  by  1970-"     The  saine  report  also  notes  that 
middle  and  higher  incOEs  residents  axe  also  leaving  the  citg.      Thus, 
the  citg  is  in  the  untenable  position  of  asking  for  greater  snd 
greater  revenues  from  a  dwindling  and  overburdened  population. 

Fifth r  it  is  the  position  of  the  Finance  and  Revenue  Comnittee 
t/iat  the  FY  1976  Budget  can  be  cut  substantiallii ,  without  reducing 
essential  city  services*     By  reducing  vaste  and  inefficienayf 
eliminating  Ineffective  programs  and  studies,  not  filling  vacant 
positions,    conserving  electrical  and  natural   gas  energy ^   reducing 
the  city's  motor  vehicle  fleet,   reducing  the  nu^er  of  consultant 
studies,  holding  down  promotions  in  the  upper  pay  grades,   and  through 
A  number  of  other  measures  which  do  not  reduce  the  amount  of  tangible 
municipal  services  delivered  to  District  citizens,   this  budget  can  he 
trimoed  and  our  "revenue  needs"   lessened . 
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IV.      SUMMARY  OF  REVENUE  ACT  OF  1975 

A.  General  Sales  Tax  Rate 

Mayor's  Proposal:     The  Mayor  has  proposed  no  change  in  the 

5%  general  sales  tax  rate. 

Contttittee  Action:     The  Comaittee  has  voted  to  lower  the 

general  sales  tax  rate  from  5%  to  4%. 

VOTE:  In  favor:  Mr.   Barry 

Mr.  Dixon 
Rev.  D.  Moore 
Mrs.  Shackleton 
Mr.   Wilson 

Opposed : 

Cowaiittee  Reasoning:     Committee  approval  of  the  Business 
Privilege  Gross  Receipts  Tax,  discussed  below,  was  contingent  upon  a 
lowering  of  the  general  sales  tax  rate  to  4%.     Such  a  reduction  softens 
the  impact  on  the  consumer  of  the  imposition  of  the  gross  receipts  tax. 

It  should  be  recognized  that  the  sales  tax  is  probably  the 
most  regressive  tax  we  have  in  the  District.     Lower  income  people  pay 
out  a  much  higher  proportion  of  their  income  than  do  the  more  affluent, 
as  can  be  seen  by  reviewing  data  supplied  by  Comer  Coppie,  in  a  break- 
down  of  sales  taxes  deducted  by  District  taxpayers  in  1969  by  income 
class: 
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Sales  Taxes  F^id  in  19S9  by  Incowe  Class,   and  Percent 
of  Total   Income  Psjd   In  Sales  Taxes 


General 

Sales 

Percent  Sales  Tax 

Taxes  Paid 

to  Income   * 

$     39 

2.6% 

52 

2.1 

39 

1,7 

14 

1.6 

83 

l.S 

98 

1.5 

112 

1.5 

118 

1.4 

143 

1.5 

142 

1.4 

149 

1.3 

156 

1.2 

165 

1.2 

183 

1.3 

1B9 

1.1 

213 

.9 

279 

.7 

365 

*5 

448 

-4 

Adjusted  Gross 
Incoiae  Class 

1-1,999 
2-2,999 
3-3^999 

4-4,999 

5-5,999 

6-6,999 

7-7,999 

B-3,999 

9-9,999 

10-10,999 

11-11,999 

12-12,999 

13-13,999 

14-14,999 

15-19,999 

20^24,999 

25-49 f 999 

50-99,999 

100  and  over 


*As  a  percent  of  the  mid  level  in  the  inconte  class  range 

SOURCE:     Memo  from  Comer  Coppie  to  Marlon  Barry,   March  17,   1975 


Thus,   the  lowering  of  the  sales  tax  meets  a  primary  concern 
of  the  Coimnlttee,   to  enhance   theeguity  of  D.   C.    taxes.     Additionallif , 
a  lowering  of  the  sales  tax  stimulates  our  local  economy  and  helps 
build  tip  our  tax  base.     Presentlg,    the  5%  D.  C>   sales  tax  rate  is  a 
percentage  paint  higher  than  Maryland's  rate,  and  two  percentage 
points  (or  67s;   higher  than  Virginia's  rate,     A  lowering  of  the  sales 
tax  brings  \is  into  line  with  surrounding  jurisdictions. 

During  the  revenue  hearings ,    Mr,    Barry  specifically  asked 
s&veral  representatives  of  the  business  cc^nmunity  whether  a  reduction 
ia  the  sales  tax  would  have  an  impact   in  terms  of  bringing  customers 
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back  to  the  District.     In  response,  several  members  of  the  retail 
business  community,  including  Mr.  Charles  Johnson,  National  Furniture 
Company;  Mf,  Claude  Kellam,  Hub  Furniture  Company;  Mr.   Frank  Clawson, 
Sears  &  Roebuck;  Mr.   Thomas  Hayes,  The  Hecht  Company;   and  Mr.  Robert 
McBrier  of  Woodward  &  Lothrop,   testified  as  to  the  general  competitive 
advantage  of  Maryland's  and  Virginia' s  retail  businesses.     Suburbem 
firms  are  able  to  charge  lower  prices  because  of  lower  tax  rates. 
Mr.  Kellam  specifically  referred  to  the  "exodus  to  suburban  areas 
where  they  /shoppers/  could  save  the  1%  higher  D.  C.  sales  tax."     In 
addition,  Mr.  McBrier  of  Woodward  &  Lothrop  referred  to  a  small,  but 
interesting  trend  which  had  occurred  when  the  District's  sales  tax  was 
raised  to  5%.     That  trend  was  "higher  incidence  of  people  buying  in 
D.  C. ,  but  having  delivery  in  Virginia  in  order  to  take  advantage  of 
the  lower  tax  there,"   _ 

Alternatives  Considered:     No  other  alternative  to  lighten 
the  blow  of  the  gross  receipts  tax  was  seriously  considered.     The 
sales  tax  lowering  provides  an  immediate,  direct,  and  highly  visible 
benefit  to  D,   C«  consumers  every  time  an  item  is  purchased. 

Assuming  that  some  of  the  gross  receipts  tax  in  many  cases 
can  be  absorbed  by  businesses,  a  percentage  point  lowering  in  the  sales 
tax  could  provide  a  net  benefit  to  D.  C.  consumers. 

The  6%  sales  tax  on  hotel,,  motel  accommodations  and  on 
restauretnt  meals,  which  captures  ^tourist  dollars,  i^s  rpcoaaended  to 
remain  at  that  rate. 
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F¥  197B  Im^ctz      The  Department  of  Finance  And  Rev&nuG  estimates, 
in  a  m&ao  d^ted  April  i,   1975,    that  lowering  the  general  sales  tax  rate 
from  5%  to  4%  would  lower  D.   C*    revenues  by   $15,2  million* 

Lang-Term  Impact:     A  lowering  of  the  sales  tax  rate  will  platf 
a  icey  part   in  the  Council* s  long  term  efforts  to  build  up  our  tax  base 
and  restore  our  economy ^  making  future  gears*    tax  increases  less  necessary* 
It  is  also  a  most  healthy  psgchoXogicAl  nteasure.     It  demonst^tes  to  D*   C. 
citizens  that  their  City  Council  and  Citg  Government  are  not  locked  into 
the  philosophy  that  tax  increases  are  inevitable,   and  the  philosophy  that 
once  tax  rates  are  raised,    there  is  never  a  reason   to  lover  them  back 
down  again* 

It  will  help  lower  alienation  m^ng  citizens  feel  for 
their  government,   and  demonstrate  a  responsiveness   to  their  plight 
in  these  difficult  economic  times*      Thus,   long  term  psychological 
benefits  iifould  ensue  from  this  measure. 

Further  decreases  of  the  sales  tax  may  be  considered  in  future 
gears  ^     However,  a  lowering  of  the  sales  tax  below  4%  should  be  delayed 
until  after  the  bicentennial  tourist  season  Is  over. 
fl.      Food  and  Drag  Sales  Tax 

Magor's  Proposal  i     In  response  to  a  Cdtincil- initiated 
mi&asare,   introduced  b^  Ccmncil   Member  l>avid  Clarke ,    the  Magor  has 
proposed  a  repeal  of  the  current  2%  sales  tax  on  food  and  non*  prescript  ion 
drugs  * 
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Cotttnittee  Action:     The  Conmdttee  has  voted  to  repeal   this  sales 


tax. 


VOTE:  In  favor:  Mr.   Barry 

Mr.  Dixon 
Rev.   D.  Moore 
Mrs.  Shackleton 
Mr.   Wilson 

Opposed: 

Comnittee  Reasoning:     All  Conmittee  members  have  consistently 
been  in  enthusiastic  agreement  that  this  regressive  sales  tax  on  a 
necessity  of  life  must  be  repealed. 

All  facets  of  the  community,   including  citizen  and  business 
interests,   testified  in  support  of  the  repeal  of  this  tax.     The  D.   C. 
Coalition  to  Repeal   the  Food  Tax  and  Patrick  Dweyer  of  Home  Rule  Natural 
Foods,   who  was  the  first  food  store  owner  to  refuse  to  pay  the  food  tax, 
eloquently  endorsed  the  repeal  as  a  progressive  and  equitable  tax  measure. 

Further,  as  pointed  out  by  Susem  Meehan  of  the  Corcoran 
Neighborhood  Association,   "No  one  should  be  taxed  on  the  food  he  or  she 
eats  nor  on  the  medicine  needed  to  keep  well." 

Alternatives  Considered:     None. 

FY  76  Intact:     $6.5  million  in  lost  revenues  annually. 

Long-Term  Impact:     The  Comnittee  believes  that  this  measure 
should  be  a  permanent  policy  of  the  District. 
C.     Utility  Setles  Tax  Repeal 

Mayor's  Proposal:     The  Mayor  has  proposed  no  change  in  the 
present  5%  sales  tax  on  utility   (electricity ,  gas,  phone)  bills. 
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opposed : 

Conimittee  Reasoning:      Utilities  are  also  necessities  of  life, 
and  should  not  be  subject  t  ->■  add-on  s^l^s  taxes  —  for  all   the  same 
reasons  food  and  non- prescript ion  drugs  should  not  be  subject  to  a  sales 
taK. 

This  was  the  repeated  sentiment  eiepressed  by  citizens,    con^ 
sumer  advocates  and  utility  spokepersons     as  well  at  the  Connnittee's 
public  hearings,     Mr,  John  Jones  of  D.   C.   Power  addressed  himself  to 
the  plight  of  the  D.   C.   citizens  in  coping  with  tfte  ever-increasing 
cost  of  utilities f  and  urged  the  Comdttee  to  initiate  relief  measures. 

Representatives  of  the  utility  companies  testified  that  a 
large  part  of  the  consumer's  electricittf  bill  was  directly  attributable 
to  taxes.     Mr*   Delano  Lewis,   representing  CSP  Telephone  Company, 
testified   that   "$21   out  of  every  $100  received  from  the  customer  is 
paid  out  in  taxes.**     Mr.   Lowell     Davis,    representing  PEPCO,   said,   "Uith 
a  5%  sales  tax,  /and/  a  5%  gross  receipts  tax,   10%  of  the  District 
customers*  payments  for  electricity  represented  tax  payments  geared 
directly  to  tfte  amount  charged  for  the  electricity  consumed."     This 
testimony  was  also  confirmed  by  Mr.    Tom  Mullang  and  Mr-   John  Cannito 
of  Georgetomi  University's  Public  Service  Laboratories, 
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Mb,  Annice  Wagner,  People's  Counsel,  specifically  endorsed 
the  repeal  of  the  5%  aalea  tax  on  utilities  stating,   "I  realize  you 
have  to  have  revenues,  but  I  think  you  should  look  at  the  best  way  to 
most  equitably  obtain  these  revenues  and,  to  the  extent  possible, 
revenues  should  not  be  levied  on  necessities." 

It  should  be  kept  in  mind  that  utility  ratepayers  already 
pay  a  5%  Public  Utility  Gross  Receipts  Tax,  which  is  built  into  their 
utility  bills,  in  addition  to  the  5%  sales  tax.     As  reaffirmed  by 
Ms,  Wagner,   the  full   5%  Public  Utility  Tax  is  passed  on  to  consumers, 
by  means  of  long  standing  policy  of  the  Public  Service  Commission, 
(All  taxes  are  considered  a  legitimate  cost  of  service  and  are  computed 
into  the  formula  which  determines  allowable  utility  revenue  yield) . 
Thus,  consumers  pay  what  is  tantamount  to  a  10%  sales  tax  (actually 
10,25%  once  the  compounding  effect  is  considered,  since  the  sales  tax 
is  computed  on  top  of  the  Public  utility  Tax),     There  is  no  reason  at 
all  why  a  consumer  should  pay  a  double  add-on  tax  for  a  utility   —  a 
necessity  of  life   —  than  a/he  pays  for  a  frill    (e,g»,  a  bracelet) • 

Moreover,  the  repeal  of  the  sales  tax  on  utility  bills  is 
an  urgently  needed  consumer  relief  measure  in  these  times  of  soaring 
utility  rates.     Electricity  rates  have  skyrocketed  over  40%  in  the 
last  year  alone. 

The  repeal  of  the  utility  sales  tax  for  coanerciaj  and 
industrial  firms  will  also  soften  the  impact  of  the  business  privilege 
gross  receipts  tax  for  these  organizations. 
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IjQ'ng-TeTin  Impact:      This  m&asure  should  h^ve  long  term 
to  D.   C,   consumers.      However,   since  utility  rates  are  ejfpected  to  oontlnae 
to  clinib,   the  ** revenue  loss"     from  revenue  levels  whioh  would  havs  been 
rea^ched  if  the  utility  sales   tax  renained  in  effect  would  also  grow* 
Nonetheless,   Increased  revenues  yielded  by  the         Public  Utilities  Gross 
Receipts  Tax,  as  utility  bills  continue  to  rise^  should  b^  of  assistance     "* 
to  the  District, 

D,      Laandr]i  And  Dryf  Cleanin^^ales  Tax 

Mayor's  Proposal:      Increase   the  sales  tax  rate  on  Isundry 
and  dry  cleaning  services   from  2%   to  5%. 

Committee  Action f     The  Coinnittee  has  voted  to  repeal   this  ^ 

sAles  tax  altogether. 


VOTEi        In  favor: 


Mr.   Barry 
Mr.    Blxon 
Rev,   B,  Moore 
Mrs.   Shackleton 
Mr.    Wilson 


Opposed : 
Conaid tt ee  Reasoni ng :      This  sales  tax  increase  was  offered 
as  a  so-called  "reform"  nteasure.      This  would  be  the  last  sales  tax 
remaining  at  the  2%  level,  and  it  would  simplify  administratloii  of 
the  sales  tax  for  the  Department  of  Finance  and  Revenue  £f  the  tax 
could  be  increased  to  the  5%  general  sales  tax  rate.      However,   as 
pointed  out  by  Mr.   Wilson,   and  fully  agreed  to  by  other  Coitmittee 
5,    "It  is  absurd  to  have  a  tax  increase  on  laundrt/  and  dry 
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cleaning  just  to  ease  administrative  problems."     Research  conducted  by 
the  Committee  indicates  that  many  families  where   Jboth  husband  and  wife 
oust  work  out  of  economic  necessity,   use  the  dry  cleaning  service   (e.g. 
for  diaper  cleaning).     Such  services,  for  some, are  necessities. 

Mr.  Burkely  Burrell,  of  the  National  Business  League,  and  etn 
operator  of  a  laundry/dry  cleaning    business,  supported  this  conclusion 
in  his  testimony.     He  indicated  that  the  laundry  industry  would  be  forced 
to  raise  prices  because  of  the  gross  receipts  tax  and  that  the  additional 
three  percentage  point  sales  tax  would  only  add  to  an  overall   increase  in 
prices  for  the  consumer.     He  stated  that  for  senior  citizens  and  people 
on  fixed  incomes,  such  an  increase  would  only  make  their  "struggle  for 
survival" more  difficult. 

Additionally,  a  150%  increase  in  this  sales  tax   (from  2%  to 
5%)   would  discourage  some  people  from  using  laundry  services,  which 
could  prove  to  be  the  difference  between  a  firm  making  a  profit  and 
staying  in  business  or  not.     A  number  of  these  small  neighborhood 
shops,  mamy  of  which  are  minority  owned,  are  marginal  profit-making 
operations  at  best.     A  loss  of  such  firms  would  contribute  further 
to  unemployment  and  public  assistance  problems. 

Moreover,  a  repeal  of  this  tax  also  gains  the  benefit  of 
"easing  administrative  problems." 

Alternatives  Considered:     The  0%  and  5%  rates  were  the  only 
two  considered. 
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will  2je  about   $0.5  mill  ion  ^   mid  the  totaJ   revenue  loss  from  the  5*  level 
proposed  by   the  Mayor  will   be  about  $1.25  million, 

Long-Term  Impact:      The  Committee  anticipates  no  3ignifloant 
long  term  negative  impact  of  this  sales    tax  repeal. 
E.      Alcoholic  Beverage    (In-Sottlet}    Sales  Tax 

Magor*s  Proposal;     No  change  frcm  the  present  6%  level  vas 
proposed  by  the  Nayor. 

Committee  Action;      The  Cofftraittefe  has   voted   to  lower   this  tax 
from  6%   to   the  new  recoimnended  general   sales  tax  rate  of  4%, 


VOTE: 


In  Favor: 


Opposed : 


.^ir.   Barry 
Mr.   Dixon 
Rev,  D.  Moore 
Mrs,   Shackle  ton 
Mr.    Wilson 


Conmd 1 1 ge  Bea sopi_ng j     A   lowering  of  this  sales   tax  on  In-bottle 
alcoholic  beverage  sales t  proposed  by  Mr.    Vlison  and  supported  by  all 
other  Comnittee  numbers t   is  recommended   for  the  following  reasons: 

(1)      D,   C,    is  faced   with   steadily  declining  liquor  stores 
sales.      This  loss  of  sales  to  the  suburbs  means  higher  D.   C.   unemploy* 
mient,   a  diminished   tax  basef   and  a  decline  in  tax  revenues.      In  1970, 
the  Dlstricti  received  ?1J*5  million  in  revenue  from  alcxibolic  beverages 
taxes,   compared  to  an  estimated  $11.7   million  in  1975,     Even  though 
the  alcoholic  beverage  taxes  are  higher   to-day  than  they  were  in  1970 ^ 
the  anK>ant  of  sales  which  the  heavier  taxes  have  discouraged  has  more  than 
offset  any  revenue  gains  realized  from  the  higher  ta^  rates. 
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ffven  tAcxigfa  ao  chaoses  are  :n"<  tmtm'iulvtl  in  the  per  gallon 
aloobolic  beverages  taxes  on  beer  and  spirits,  a  lowering  of  the  sales 
tax  would  provide  a  direct  and  highly  visible  (to  the  ctxasumer)  stimulus 
to  increased  sales. 

(2)  The  C€Jmmittee  believes  that  a  lowering  of  this  sales 
tax  is  needed  to  assist  these  small  businesses,  many  of  wliich  are 
minor ity-otmed  and  operated,  in  view  of  the  imposititm  of  the  business 
privilege  gross  receipts  tax.     This  gross  receipts  tax  falls  hardest 

on  law  profit  wtargin,  high  volume  businesses,  and  liquor  stores  are 
prime  examples  of  such  businesses, 

(3)  A  lowering  of  this  sales   tar  will  provide  direct 
relief  to  liquor  store  customers.     Although  the  harmful  effects  of 
alcohol  are  well  known, the  fact  remains  that  D.   C.   area  citizens,  many 
of  whom  are  moderate  income,  will  continue  to  buy  these  commodities 
t^iether  the  rates  are  6%  or  4%,     It  is   siaply  a  question  of  where  the 
beverages  will  be  purchased   —  in  D,  C.  or  in  the  suburbs,     A  lowering  of 
the  sales  tax  rate  will  stimulate  D,  C.  sales,  and  increase  disposable 
income  of  local  citizens  for  the  purchase  of  other  commodities, 

(4)     Although  liquor  stores  are  considered  undesirable  by 
some  residents,   they  have  proved  to  be  one  of  the  few  businesses   which 
have  returned  to  the  areas  of  the  urbem  rebellions   (the  so-called 
"riot  corridors,")    They  are  thus  of  economic  benefit  to  these  sectors. 
Numerous  representatives  of  the  liquor  dealer  industry 
testified  at  the  Committee's  public  hearings  in  favor  of  the  reduction 
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in  the  6%  tax  on  In-bottle  alcoholic  beverage  sales  to  4%.     Their 
comnents  are  typified  by  the  stat&aent  of  Mr,  Malcolm  W.  Diggs  of  the 
Metropolitan  Liqtxir  Dealers  Association,  who  said,  "Loc^l  retailers  are 
already  at  a  coa^titive  disadvantage  with  Maryland  retailers.       That 
is  to  say,  the  Maryland  sales  t^^x  is  2%  less  than  our  present  sales  tax," 
He  recalled  the  1972-73  experience  when  the  sales  tax  was  raised  from 
4%  to  6%,  with  hopes  of  bringing  in  additional  revenues,  and  said,  "Con- 
sumers  went  to  Maryland  where  goods  were  less  expensive  because  of  taxes; 
as  a  result,   the  loss  was  more  than  $300,000  in  anticipated  revenue  to 
the  District." 

Alternatives  Considered:     Various  sales  tax  rates  were  con- 
sidered,  with  the  ultimate  Committee  decision  being  that  there  were  no 
sufficiently  compelling  reasons  to  tax  alcoholic  beverages  at  higher 
rate  than  any  other  commodity  covered  by  the  recommended  general  sales 
tax  of  4%. 

FY  76  Impact:     A  first  year  revenue  loss  would  be  about  $3.0 
million. 

Long-term  Impact:     This  sales  tax  lowering  is  part  of  a  whole 
series  of  Committee  strategies  designed  to  build  up  our  tax  base,  so  as 
to  lessen  the  need  for  tax  rate  increases  in  future  years.     The  tax 
reduction  could  prove  to  be  a  long-run  revenue  producer,  rather  than  a 
long-term  revenue  loss. 
'     F.     Parking  Sales  Tax 
t   *,       Mayor's  Proposal:     The  ^ayor  has  proposed  a  new  parking  sales 
I<tajf  of  6%  to  raise  $2.5  million  and  help  m^t  environmental  objectives. 
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Earlier,   Council  Meniber  Clarke  initiated  a  proposal  for  a  5%  parking 
sales  tax. 

Initial  Comnittee  Action:     The  Comaittee  initially  voted,   in 
its  meeting  of  April  5,  1975,   to  set  the  parking  sales  tax  rate  at  10%, 
to  bring  in  $4.1  million  in  new  city  revenues   (assuming  some  decline  in 
use  of  parking  lots) .  The  revenues  from  this  new  tax  would  be  placed 
in  a  special  Metrobus  Fund,   to  provide  a  direct  transfer  of  funds  from 

automobile  uses  to  metss  transit  related  purposes. 

f 

VOTE:  In  Favor:  Mr.   Barry 

Mr.   Dixon  , 

Rev.   D.  Moore 

Mrs.   Shackleton 

Mr.   Wilson 

Opposed:  .:    ^ 

Final  Committee  Action:     In  its  meeting  of  April  9,   1975, 

the  Committee  voted  to   set  the  parking  sales  tax  rate  at  8%. 

VOTE:  In  Favor:  Mr.   Barry 

Mr.   Dixon 
Mrs.   Shackleton 
Mr .   Tucker 
Mr.   Wilson 

Opposed: 
Comnittee  Reasoning:     The   Comnittee  believes  that  many  people 
are  so  accustomed  to  using  their  cars  that  a  real  jolt,   in  the  form  of 
an  8%  or  more  parking  tax,   is  needed  to  make  any  serious  attempt  to  re- 
duce auto  traffic  during  rush  hours  and  to  encourage  mass  transit  use. 

The  auto  registration  fee  increase,  even  if  the  fee' were 
doubled,  will  not  cause  people  to  abandon  their  cars  altogether.     Likely 
ithey  will  pay  the  fee,  whatever  it  is,  and  then  attempt  to  get  the  most 
out  of  their  fee  through  continued  heavy  automobile  use.     Moreover,   it 
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should  be  pointed  oat   th^t  suburban   drivers  are  not  Affected   i?y  the  D.C, 
registration  fee  increase. 

On  th&  other  hand,  a  parking  tax  is   a  diaiiy  reminder  to  drivers 
of  the  increased  cost   OJT  using  their  cars.      It  could  well  cause  some 
people,  n.   C,  and  svtUirban  drivers  alike,   to  switch  to  mass  transit,  and 
any  marginal  move  In   this  direction  would  prove  beneficial. 

The  initial   increase  to   JO*  was  reconsidered  and  then  woved  to 
B%,   because   a  10%  sales   tax  on   top  of  the  1%  gross  receipts  tax  would 
be  too  heavif  and  abrupt   a  tast  for  consumers  and  parking  businesses. 
Further,   the  3%  rate  leaves  room  for  potential   taxation  growth t   if  it  appears, 
after  study,   that  the  rate  slv^uld  be  increased  in  subsequent  ysars. 

Public  test iiaonif  on  the  parking  tax  proposed  was  conflicting. 
Of  those  supporting  the  tax,  Mr.   Ted  Overman  of  The  Washington  Council 
of  Churches,  stated,   "With  the  low  overhead  a  parking  business  has,  and 
with   the  speculative  aspect,   it  seems   that  from  that  standpoint,    there 
should  be   a  higher  tax.     And  from  the  standpoint,  also,   that  there  are 
many  /suburban  residents/  who   commute  into  the  citg  who  utilize  the 
resources  of  the  city,   but  we  cannot  tax,   this  would  be  one  method  of 
perhaps  reijouping  some  of  that   tax  loss."     Ms.   Naomi   Glass,   of  the 
League  of  Women  Voters,   agreed  stating;    "We  do  support  the  parking  tax 
as  a  promising  source  of  revenue,  especially  since  it  enables  our  non- 
residents to  help  maintain  the  city   they  use  and   enjoy*"  The  Washington 
Board  of  Trade  supported  a  tax  on  parking  lots  as  a  necessary  means  of 
raising  revenue,   but  recommended  that  it  be  set  at  a  rate  of  5%  so  as  to 
conform  with   the  general   sales   tax  rate. 
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Mr.  Mario  Camero,  repreaenting  Park  and  Shop,  Inc.,  typified 
those  who  opposed  the  tax,  stating,   "It  will  discourage  customers  and 
business  travel  within  our  central  business  district."     Mr,  Ken  Knott, 
of  the  Accountemts  in  the  Public  Interest,  supported  the  parking  tax, 
but  cautioned  that  the  tax  could  encourage  non-District  residents  to 
park  on  D.   C.  residential  streets. 

The  Committee  considered  all  the  conflicting  testimony ,  and 
concluded  that  a  tax  on  parking  would  be  consistent  with  the  Council's 
philosophy  of  discouraging  automobile  traffic,  congestion,  and  pollu- 
tion in  our  City, 

To  assure  that  funds  derived  from  the  new  parking  tax  will 
be  used  for  mass  transit  purposes  not  only  in  FY  76  but  also  in  years 
to  follow,  it  is  recommended  that  revenues  derived  from  this  tax  be 
placed  in  a  special  Metrobus  Fund. 

Alternatives  Considered:     Approval  of  the  6%  Mayoral- proposed^ 
parking  sales  tax  was  recommended  by  the  Chairperson,  but  after 
CoBMttittee  discussion,  it  was  agreed  by  all   members  that  a  heavier  tax 
is  needed  to  discourage  daily  commuter     trips  downtown  and  automobile 
use  generally. 

FY  76  Impact:  The  8%  parking  sales  tax  will  yeild  about 
$3.3  million,  $800,000  above  the  level  that  would  be  yielded  by  the 
Mayor's  proposed  6%  tax. 

Long-term  Impact:     Any  rate  which  the  Council  sets  would  be 
an  experiment.     The  recoam&nded  8%  parking  tax  should  be  cetre fully 
examined  throughout  this  year,  and  in  coming  years,   to  see  if  that  is 
a  proper  level.     Any  undesirable  side  effects  of  the  tax,  such  as 
increased  parking  of  commuters  on  residential  streets,  should  be 
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closGly  v&tched.      The  level  of  dlscouTAgement  of  autowobile  travel  down^ 
town  should  also  be  ascertained  and  frequently  reviewed. 
G.     Motor  Vehicle  Begistrstion 

Mayor's  Proposal :     Presently ,   auto  registration   fees  are  $30 ^SQ 
for  cars  weighing  un^er  3,400  pounds,  and  $50.50  for  cars  over  that  weight 
(with  other  fees  for  trucks ^    trailers  and  buses  set  at  various  levels f 
depending  on  weight  and  type  of  vehicle) .      These  fees  bring  in  about   $12 
million,  with  46%  of  those  revenu&s  going  into  the  General   Fund  and  54% 
into  the  Highway  Fund, 

The  Maifor  proposed  doubling  the  fees,   with  the  added  laoneg, 
another  $12  ml  11  ion/ yea r ,   all   going  to   the  General   Fund. 

Commit  tee  Action:      The  Ccanmlttee  has  voted  an  increase  of  1/3 
of  the  Mayor* a  request,   raising  an  additional   $4  million  per  year  instead 
of  an  add^  $12  million.      The  Conmittee  voted  to  raise  registration  fees 
for  light  cars  from  $30  to  $40,  with  the  fee  for  heavy  cars  going  from 
$50  to  $07.     It  is  recoimnended  that  the  added  revenues  derived  from  this 
fee  increase  be  placed  into  a  special  Metrobus  Fundj,  so  as  to  provide 
direct  assistance  to  mass   transit  in  FY  76  And  beyond. 

The  Committee  has  also  reconwaended  a  mandate   to  the  Mayor  to 
develop,  and  present  to  the  Council ,  a  three-tier  structure  which  favors 
the  lighter  weight  subcompacts  and  compacts,  replacing  the  present  two- 
tier  structure. 

VOTE:  in  favor:  Mr.    Barry 

Mr,   Dixon 
Rev.   D.   Moore 
Mrs.    Shackleton 
Mr^  Wilson 

Opposed : 

Cqmiilttee  Reasoriingt      Testimony  we  have  received  indicates 

that  a  doubling  of  registration  fees,   as  proposed  by   the  Mayor,   to  $BQ 


Digitized  by 


Google 


354 


^25^ 
for  light  caxs  and  $10Q  for  heavy  cars,  wo^ld  be  too  aJbrupt  an  increase 
and  too  great  a  Ituxden  for  D.   C*  citizens  to  bear.     In  particular ,   low 
incoiae  citizens  who  mist  depend  on  cars  would  not  l>s  able  to  afford  such 
a  heavy  tax  increase.     Such  persons   incli^de:      {a}    those  who  have  Jobs  In 
remote  areas  of  the  ^ity  or  in  the  svtburbs,    (b)    those  who  have  night  jobs, 
{c}    those  who  live  in  high  crime  area^f   where  it  is   unsafe  to  wait  at  bus 
stops   (especially  at  night) ,   and   (d)    those  who  are  convinced  that  our  bus 
syst^B  is  inadequate. 

Moreover,   such  a  registration  fee  increase  unfairly  places  a 
financial  burden  on  D.   C,  drivers,  when  suburban  drivers  are  probably 
more  to  blame  for  our  traffic  and  environntental  problesas  than  we  are. 

Consensus  of  testimony  indicated  that  the  proposed  doubling 
of  fees  would  be  an   unsuccessful  deterrent   to  automotive  pollution ^   and 
would  impose  an  undue  hardship  on  the  public^     As  Ms.   Naomi  Glass  of 
the  League  of  Women  Voters  put  it,   "The  wall -to-do  will  grumble  biit  pay 
it;   for  the  working  poor,   $60  to  $100  is  a  formidable  sum*"     Mr.    Ken 
Knot  of  Accountants  in  the  Public  Interest  also  expressed  his  concern 
that  "a  minority  of  the  contributors  to  the  €ity*3  pollution  and 
environmental  problems  would  be  paying  for   the  majority  of  costs,** 

Several  other  witnesses  indicated  support  of  an  increase 
in  the  registration  fee,  but  felt  that  to  double  them  would  be  excessive, 
Mr.   Rb  Jordan  of  the  Black  United  Front  supported  an  increase  in  the  fee 
but  recommended   that  it  be  structured  around  the  quantity  of  gas  consumed 
(I.e.,   sise  of  engine).      This  recommendation  was  also  made  by  Mr.   George 
W.  Brady  of  the  Federation  of  civic  Associations  who  suggested  a  maximum 
Increase  of  $20.00  and  a  structure  geared  to  fuel  consumption  patterns. 
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W  Industry  r&preserst^tives  such  as  Mr,  Andrew  Johnson  of  the 

J>.   C-    Trucking  Association,   Mr.   Las  big  of  the  D.   C.   Division  of  the  AAA  and 
Mr.  Maurice  J.   Murphy  of  the  Automotive  Tr^de  Association  were  outspoken  in 
their  opposition  to  the  tax.     They  agreed  that  the  dotJbliny  of  registration 
fees  ^ifould  have  a  significantly  depressing  effect  on  their  industries. 

A I ternati ves  Considered  *      The  Committed  also  weighed  the  option 
of  a  registration  fee  schedule  which  would  have  increased  the  rates  by 
50%,   one^half  of  the  Mayor's  requested   increase,    to  bring  in  an  added   $6 
million.      However,   such  an  increase  was  also  considered   to  be   too  abrupt 
and  too  great  a  burden  for  many  citizens  to  be^r  during  these  ti tues  of 
economic  difficulty, 

FY  7$  Impact:      This  Conmtittee  action  would  raise  D.   C* 
revenues  by  $4  million  f   but  result  in  a  gap  of  $B  million  from  the 
Mayor's  requested  level. 

Long- term  Impact:     The  Coamittee  recommended  fee  increase 
levels  should  provide  no  long-term  disruptions  or  other  serious  problems. 
H,     Motor  Vehicle  Excise  Tax 

Mayor* s  Proposals     The  Mayor  proposes  an  increase  in  the 
excise   tax,   from  5%   to  6%.      The  tax,   which  currently  yields  $9^0  million, 
vriJl  raise  an  additional   $1.8  million. 

COJisitittee  Action:      The  Committee  has   voted   to  approve  this 
tajf  Increase,   with  the  following  conditions: 

(1)      The  Mayor  would  be  mandated  to  restructure  this  tax, 
so  as  to  provide  a  substantially  lower  rate  tax  rate  for  lighter  weight 
compact  and  sub- compact  automobiles ,-   and 
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(2)     The  additional  funds  received  from  the  1%  increase  mould 

go  into  a  Metrobus  Fund,   to  help  fund  the  District  share  of  the  Metrobus 

deficit. 

VOTE:  In  favor:  Mr.   Barry 

Mr.   Dixon 
Rev.  D.  Moore 
Mrs.   Shackleton 
Mr.   Wilson 

Opposed: 

Conmittee  Reasoning:     The  Comnittee  does  have  some  concerns 
about  this  tax  increase.     The  increase  to  6%  would  mean  that  D.  C. 
residents  would  pay  50%  more  in  excise  taxes  than  do  Maryland  residents 
(where  the  excise  tax  is  4%)   and  200%  more  than  do  Virginia  residents 
(who  pay  2%) .   Such  a  large  differential  could  lead  to  illegal   titling 
of  cars  to  suburban  addresses,  with  a  consequent  loss  of  some  revenue. 

However,   the  shift  in  funds  from  the  auto  to  the  Metrolxis  system 
should  be  of  general  benefit,  particularly  when  one  considers  the  depen- 
dency on  the  bus  system  of  low  and  moderate  income  residents. 

The  Mayor  plans  for  the  added  tax  money  to  go  into  the  general 
fund,  so  that  payouts  from  the  general  fund  can  be  made  in  FY  76  for  the 
District  share  of  the  Metrobus  deficit.     To  assure  that  payouts  not  only 
in  FY  76  but  also  beyond  FY  76  are  made  to  fund  bus  deficits,   a  Metrobus 
Fund  could  be  established  to  take  in  collections  from  the  1%  excise  tetx 
increase,  and  pay  out  those  revenues  to  Metrobus. 

One  of  the  Mayor's  stated  purposes  for  the  excise  tax  increase 
is  to  improve  the  environment.     However,  if  the  tax  is  applied  uniformly 
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3  large  g^s^^z^llng  cars  and  small   caTs  ^llkBr   snvlromneiital  Improvemen 
mould  fre  minimal. 

Thus  In  approving  the  $1.B  million  increase,   the  Cojmaitt&e 
reconnaends  requiring  the  Mayor  to  restructure  the  tax   (as  a  condition  to 
the  tax  increase' s  approval)   so  that  purchasers  of  siaaller  cars  pay  much 
less  excise  tax   (e.^.   2%)    than  would  purchasers  of  medium  size  cars    (who 
would  pay,   e.g.,   4%   to   6%}   and  purchasers  of  larger  cars    (e.g.    8%).      In 
this  manner,   ye  may  enooura^  some  further  shifts  in  the  kinds  of  cars 
owned  bg  D,   C,   residents  —  cars  which  use  less  gasoline,  pollute  the 
air  less,   ^nd  take   up  less  space* 

Many  of  the  ccmtoents  which  were  received  in  public  hearings 
with  respect  to  doubling  the  registration  fees  on  motor  vehicles  also 
applied  to  the  proposed  2*  increase  in  the  excise  tax.      There  was 
general  public  support  for  structuring  the  tax  around  the  weight  of  the 
car. 

Indus trg  representatives  again  opposed  the  increase,      Mr. 
Maurice  J.  Murphg  of  the  Automotive  Trade  Association  emphasized  that 
as  taxes  on  motor  vehicles  increase f    "the  harder  it  becomes  to  sell  a  motor 
vehicle  in  the  District  of  Columbia,   the  more  (difficult  it  is  to  encourage 
dealers  to  remain  or  to  attract  new  ones   to  D.   C," 

Al terna ti ves  Consi dered :     None . 

FY  76  Impacts     $1^8  million  in  additional  revenues. 

J-g/jg^teitn  Impact :      The   tax  increase  mag  have  some    ( present Ig 
imkno^m}   effect  of  discouraging  automobile  parchases  in  D*  C.      Whether 
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thls  is  a  desir^le  consequence  or  not  —  in  view  of  economic  veraos 

environmental  tradeoffs  —  is  unknown,   tl^ugh  th^  Committee  h^s  given 

f  priority   to  environmental   concerns   in  approving  this   tax  increase. 
I.      Motor  f gei    T^x 
^  MaifOr's  Proposal^:      The  present  motor  fuel    tAXt  at  &  cents/ 

gallon,  fields  about  $31^1  million  (FY  75J.  The  Mayor  proposes  sn 
increase  of  2  cents  per  gallon,  to  yield  an  additional  $5.0  million  In 
FY  76, 
ConBolttee  Action:  The  Coimiittee  has  voted  to  approve  the  two" 
cents  per  gallon  hike  in  the  gasoline  tax,  with  the  condition  that  the 
additional  revenues  yielded  from  this   tax  increase  be  placed  in  a 

effective  in  FY  77, 
Metrohus  Fund, /to  help  fund  the  District's  share  of  the  Metrobus  deficit 

each  gear.     Moreover,    the  Mayor  will   also  be  mandated,   in  the  attached 
draft  Revenue  Act,    to  investigate  by  September  1,  1975,   the  taxing  of 
leaded  gas  at  a  higher  rate  than  unleaded  gas. 


VOTE: 


In  favor: 


Opposed: 


Mr .   Sarrg 
Mr*   Dixon 
Rev.    D-    Moore 
Mrs.   Shackleton 
Mr.  Sfilson 


Committee  Reasoning:     The  Mayor  advises  that   the  gasoline 
tax  is  generally  progressive,,  and  particularly  so  if  the  fuixis  yielded 
from  this  tax  increase  couid  help  subsidize  Metrobus  fares. 

Under  the  Mayor's  proposal r  all   revenues  yielded  from  this 
tax  would  be  placed  in  the  Highway  Fund,   and  therefore  uses  of  those 
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Enortles  would  be  lindted  to  autoiriDhile  related  purposss ,      llowBverf   by 
placlug^  revenues  yield&d  from  the  gas  tajr  increase  into  a  MetrobuB 
Fund,   we  could  gain  a  significant  shift  In  orientation  away  from  the 
private  c^r  and  Into  mass  transit.     Because  of  con^ider^le  budgetary 
trinming  by  the  City  Council   in  FY  76,   it  was  not   considered  feasible 
to  place  the  additional   revenues   from  the  ijxytor  fuel    tax  increase  into 
the  ttetrobiis  Fund  until   FY  77. 

Although  some  support  in  public  hearings  was  received  for  a 
one  cent  increase  in   the  gasoline  tax,    there  was  general   public  agree- 
ment  that  a   2  cent   ijfierease  was  an  unfair  Jburden   to  place  on  District 
consumers.      Mr^   Andrew  Johnson  of  the  D.   C*   Area  Trucking  Association 
expressed  concern  that  such  a   tax  would  create  a  competitive  disadvantage 
for  District  dealers  and  consumers  and  particularly  for  "those  dealers 
vho  use  fuel   in  their  business," 

Ms.   Susau  mehan  of  the  Corcoran  Neighborhood  Association 
spoke  in  support  of  a  higher  tax  on  leaded  gas  than  on  non- leaded  gas. 
She  said,   "The  District  has  a  higher  proportion  of  lead  poisoning  in 
children,   and  much  of   that  high  rate   is   traceable  not  to  paint f   but   to 
the  amount  of  lead  that  falls  into  the  environment  from  the  daily  ex- 
hausts of  cars  and  traffic.** 

Alternatives  Considered i      The  Coimaittee  considered  an  inme- 
diate  differential   tax  increase r   with  leaded  gaSf   because  of  associated 
health  problems f    taxed  at  higher  rates   than  unleaded  gas.     However,   the  ^ 
committee  was  also  confronted  with  the  problem  that  inost  of  the  older 
cars  are  not  eguipped  to  use  unleaded  gasoline m     Since  there  is  a 
positive  correlation  J>etween  income  class  and  newness  of  car  owned,   a 
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differential  tax  on  unleaded  gas  cx}uld  be  somewhat  discriminatory  against 
the  lower  income  car  owners.     In  any  event,  a  penny  or  two  tax  differential 
likely  would  not  be  sufficient  to  encourage  people  to  buy  the  ne%/er  cars 
equipped  to  handle  unleaded  gas,  or  cause  people  to  stop  owning  cars 
altogether. 

Because  of  these  uncertainties,  it  was  decided  that  the 
Conmiittee  could  not  vote  for  a  leaded  vs.  non-'leaded  gas  tax  differential, 
without  considerable  additional  study  to  weigh  environmentetl  vs.   income 
class  trade-offs.     The  Mayor  is  mandated,  in  the  draft  Act,   to  provide  a 
thorough  study  of  the  differential   tax  by  September  1,  1975. 
FY  76  Impact:     An  added  $5.0  million  in  FY  76. 
Long-term  Impact:     Even  though,  with  this  tax  increase,  our 
gasoline  tax  is  a  penny  higher  per  gallon  than  Maryland's  and  Virginia's, 
no  serious  harmful  consequences  should  result.     Since  gasoline  prices 
have  risen  so  dramatically  in  recent  months,  a  penny  difference,  pro- 
portionately,  is  not  as  great  as  it  was  not  long  age     Furthermore,   it 
would  not  be  surprising  if  Maryland  and  Virginia  were  to  increase  their 
gasoline  taxes  as  well,   in  the  not-too-distant  future. 
J.  i>ee<f  Recordation  Tax  Increase 

Mayor's  Proposal:     This  tax  is  imposed  on  the  recording  of 
all  deeds  to  real  estate  in  the  District.     The  current  1/2  of  1%   (in 
effect  since  introduction  of  the  tax  in  1962)   yields  about  $2.6  million. 
An  increase  to  1%,  as  proposed  by  the  Mayor,  would  bring  in  another  $2.6 
million. 

,  Committee  Action:     The  Conwaittee  has  voted  to  approve  the 
Mayor's  proposal. 
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VCTSs 


in  favor  I 


Opposed T 


Mr,   Bstrry 
Mr,  Dixon 
R^v.   D.  Moor^ 
Mrs .    Sb^cklston 
Mr*   wiisan 


committee  Rsasoning:     Ws  have  received  no  testiEoony,   and  have 
not  vtncovered  any  other  evideiK^Bf  of  Any  particularly  harmful  effects  of 
this   t^x  Increase  proposal.        The  only  specific  testimony  with  regard  to 
this  t^x  v^s  given  bi/  the  Washington  Metropolitem  Board  of  Trade,     They 
supported  the  increase,   but  suggested  that  it  be  graduated, 

Aj t erjta tiyes  Considered i      The  Committee  considered  differential 
deed  recordation  ti^ix  rates,   dependent  upon  type  of  property  sold   (corpors^ 
tJ.<^t  residential,   etc.}.      However ,   it  was  decided  that  considerable 
further  study  vas  needed  to  set  properly  such  a  differential   tax  rate. 
If  desired,   such  a  differential  rate  could  be  incorporated  at  a  later 
date,   to  tfield  the  same  amount  of  revenues, 

FY  76  Impact:     An  additional   S2.6  million. 

Long-term  Impact:     No  significant  positive  or  negative  long-- 
term  Impacts, 

K.     Business  Privilege  Gross  Receipts  Tax 

fSa tfljr '  s  Proposal :      The  Mayor  proposed  this  as  a  new  D.   C- 
tax,    to  be  levied  on   the  gross  receipts  of  all   businesses ,   whether 
conducted  by  corporations f   partnerships^   sole  praprietorshlps ,   or  other 
form.      The  Mayor *s  proposed  rate  is  0.5X  on  manufacturing  and  wholesale 
trade  gross  receipts ^  and  1%  on  the  gross  receipts  from  all  other 


k.^ 
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business  and  professional  activities.      The  Mayor  also  proposed  to  exempt 
from  gross  receipts  subject  to  the  tax  $26,000,  or  10%  of  total  District 
gross  receipts    (whichever  is  greater) . 

The  tax,   in  the  form  proposed  by  the  Mayor,  would  yield  about 
$61.0  million  per  year. 

Initial  Committee  Action:      In  the  meeting  of  April   5,   1975, 
the  Committee  approved  the  business  privilege  gross  receipts  tax,   with 
the  exception  that  food,  drugs,  housing  rentals,   and  service  stations 
were  totally  excluded  from  the  tax.      The  exemption  level  was  kept  at  $26,000. 
This  tax,  as  initially  approved  by  the  Committee,  would  have  raised  $48.9 
million  for  the  District. 

This  tax  was  approved  by  the  Committee  only  on  the  condition 

that  the  impact  of  this  tax  on  the  District  consumer  will  be  softened 

by  an  accompanying  lowering,  of  the  general  sales  tax  rate  from  5%  to  4%. 

Further,    the  draft  Revenue  Act  mandates  a  one-year  enaction  of  the 

Business  Privilege  Gross  Receipts  Tax,   so  that  the  tax  can  be  thoroughly 

evaluated  at  the  end  of  a  year  as  to  the  desirability  of  its  continuance. 

VOTE:  In  favor:  Mr.    Barry 

Mr.   Dixon 
Rev.   D.   Moore 
Mrs.   Shackleton 
Mr.   Wilson 

Opposed : 

Final  Committee  Action:     In  its  meeting  of  April   9,  1975, 
the   Committee  took  final  action  on  the  Business  Privilege  Gross  Receipts 
Tax. 
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following  revisions.     First f   the  exemption  level  of  $2€,000  is  raised 
to  $360,000,  or  10%   (whichever  is  higher;,  so  as  not  to  bi^rden  undulg 
smali   businesses «     However r   the  exemption  level  for  professionals 
(doctors,   dentists r   attorneys,   CPAs,   architects,   professional   engineers, 
etc.)   remains  at  $26,000    for  10%).     Second,  food,   drugs,  a^nd  housing 
rentals  are  excluded  from  the  gross  receipts  tax.     The  exclusion  of 
service  stations  was  removed  in  final  Committee  action. 

Again,   this  tax  is  approved  only  on  the  condition  that  Its 
impact  is  softened  by  a  lowering  of  the  general   sales   tax  rate  from 

5%   to  4%^  and  that   the  tax  will   be  in  effect  one  year  only, 

VOTBi  In  favor:  Mr,   Barry 

Mr.    Dincon 
Mrs.  Shackleton 
Mr.    Tucker 
Mr,    Wilson 


Coimtittee  Reasoning:     This  tax  was  approved  by  the  Contnittee 
with  considerable  reluctance.      All   Conwaittee  members  agree  that  this 
gross   receipts  tax  is  a  poorly  designed  tax,   a   tax  that  will   prove 
harmful   to  D.   C-  citizens  and  to  the  p,   C-   economy.     Hcfw^sver ,   the 
committee  was  left  with  no  altGmativa  but  to  approve  this  tax,   since 
the  budget,   as  designed  by   the  Mayor f   will  require  new  revenues  well 
beyond  the  capacity  of  present  traditional   taxes    (Income ^  property, 
sales)    to  produce.      Even  with  considerable  budgetary  trimming ^  no 
adequate  alternative  revenue  source  is  available. 

Tbo  Coinni ttee,   therefore,   has  reluctantly  approved  the  tax, 
with  the  conditions   that    (1)    the  tax  be  thoroughly  analyzed  throughout 
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FY  76,  and  closely  re-examined  by  the  Council  during  the  FY  77  budgetary 
process,    (2)   the  impact  of  the  tax  on  the  consumer  must  be  softened  by 
means  of  a  one  percentage  point  cut  in  the  general  sales  tax  rate,  and   (3) 
the  exemption  level,  for  all  businesses  except  professionals,  be  raised 
from  $26,000   (or  10%)    to  $260,000   (or  10%  of  gross  receipts)  as  an  aid 
to  small  businesses. 

Moreover,   the  Committee  has  approved  the  following  exclusions 
from  the  tax: 

(1)  Food.     Testimony  has  revealed  that  most  grocery 
stores  operate  on  about  a  penny  per  dollar  of  gross  sales.     The  Safeway 
proportion  of  profit  per  dollar  of  sales  for  example,  is  $   .0097.     Thus, 
inevitably ,   the  full   tax  would  necessarily  be  passed  on  to  the  consumer, 
in  the  form  of  higher  food  prices,   to  prevent  the  stores  from  going  out 
of  business.     Higher  prices  on  a  necessity  of  life  cannot  be  tolerated; 
furthermore,  imposition  of  this  tax  on  food  would  negate  many  of  the 
benefits  of  the  food  and  drug  sales  tax  repeal.     The  exclusion  covers 
all  food  not  sold  in  restaurants,  both  wholesale  and  retail. 

(2)  Drugs .     These  essential  items  are  excluded  for  the 
same  reasons  noted  above  for  food. 

(3)  Housing  renteils.     Shelter  is  also  a  necessary  item 
in  sustaining  life.     Higher  apartment  and  other  housing  rents,  as  caused 
by  the  gross  receipts  tax,  would  conflict  with  a  number  of  the  city's 
housing  objectives. 

Since  this  gross  receipts  tax  discriminates  against  high 
volume,  low  profit-margin  firms,  service  stations  were  excluded  from 
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the  tax  ijT  the  Initial  Committee  acnion.     As  an  additional  consideTation , 
many  service  stations  are  Black  own^  smd  operated.     However ,  with  the 
raising  of  the  exemption  level   to  $260,000,   the  need  to  exclude  service 
stations  diminished  conslderebl^. 

With  service  stations  eliminated  frtim  the  line-up 

of  exclusions r   the  exclusions  froru  the  tax  now  only  Involve  the  basic 
necessities  of  life.      The   total   cost  of  the  exclusions   is  $9.7  million. 

The  exemption  level  was  voted  to  be  raised  to       $260,000, 

or  10%   (whichever  is  higher) ,     Thus,  Xf  d  retail  business   takes  in  gross 

receipts  of  $300,000,   it  pays  ^  1%  gross  receipts  tax  onltg  on  $300^000 

less  $260,000 f  or  1%  of  $40,000,   equaling  $400 •      The  $260,000  is  based 

on  $5,000  weekly  volume  of  business.     Such  a  figure  offers  a  great  deal 

of  assistance  to  small  businesses^  and,     in  fact,  10,000  to  15,000  small 

D>    C-   businesses  would  pay  no  gross  recsipts   tax  at  all   under  this 

revised  tax  design-      This  Is  in  contrast  to  the  $26,000  gross  receipts 

bcsi nesses 
exemption  level,   which  verg  few  D.   C/fall   under.     The  cost  of  raising 

the  exemption  level  is  about  $9.6  million. 

The  exemption  level  for  professionals  —  doctors, 

dentists,  attorneys,  architects,  accountants,   etc.  —  stays  at  $26,000, 

because  their  ability  to  pay  the  tax  is  greater  than  for  other  small 

businesspersons .     Moreover,   professionals  are  currently  excluded  from  \\ 

paying  unincorporated  business  franchise  taxes.  |j 

Problems  with  the  Gross  Receipts  Taxi     Although  the  Committee 

has  approved  a  large  proportion  of  the  gross  receipts  tax  proposed  by 

the  Mayor,   and  Inserted  a  number  of  measures  "to  make  a   bad   tax  better f** 
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the  Committee  would  like  the  full  Council  and  the  public  to  be  aware  of 
a  number  of  deficiencies  in  this  tax. 

There  are   number  of  things  we  don't  know  and  do  know  about 
this  tax. 

The  Administration  admitted,  in  response  to  questions  in 
public  hearings,   that  it  does  not .know  how  much  of  this  tax  will  be 
passed  along  to  consumers.     It  does  not  know  the  impact  of  the  proposed 
tax  on  the  various  incx^me  classes  of  D,   C.  citizens.     Thus,  it  does  not 
know  the  effect  of  the  tax  on  our  tax  base,  whether  or  not   —  or  how 
many   —  residents  and  firms  would  be  driven  to  the  suburbs.     The  Admin- 
istration does  not  know  why  the  suburban  jurisdictions   (Arlington  and 
Fairfax  Counties)   which  have  such  a  tax  vary  the  gross  receipts  tax 
rates  according  to  the  nature  of  the  good  being  sold  and  according  to 
profit-margins  typically  associated  with  each  type  of  good.     The  Admin- 
istration even  stated  that  it  does  not  know  why  the  gross  receipts  tax 
failed  in  New  York  City,  and  had  to  be  rescinded  there  during  the 
Lindsay  Administration.     Thus,   the  Administration  is  offering  the  Council 
and  public  a  rather  unknown  quantity  in  urging  passage  of  this  tax. 

However,   there  are  a  number  of  features  we  do_  know  about  this 
tax,  as  a  result  of  testimony  by  public   (non-Administration)   witnesses. 
(1)     As  noted  by  Mrs.  Shackleton,  Mr.   Barry,  and  others,   the  gross  receipts 
tax,   in  many  respects,  is  really  a  "sales  tax  increase  in  disguise,"  to  be 
passed  on  to  the  consumer  in  the  form  of  higher  prices.     Some  states 
actually  term  their  sales  tax  a  gross  receipts  tax.     The  entire  tax  is 
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levied  on  busli^ess  gross  r&cslpts,   snd  it  is  simply  assumed  in  those 
stat&s   that   the  gross  reaeipts   tax  will  he  passsd  on   ta  consuiuers, 

(2)  It  is  unknown  hov  muah  of  the  gross  receipts  tax  will  he  passed  on 
to  consumers,  but  is  inevitable  that  a  good  portion  of  the  tax  will  he 
passed  on.     Corporate  income  taxes  in  D.    C.    today  yield  '*only"  $25,5 
million    (with  unincorporated  business   t^xes  yielding  another   $4.3  million) . 
The  gross  receipts  tax  will  be  adding  $41.7  million   (coimting  revenue 
loss  from  exclusions}  ^   on  top  of  a  base  of  just  $29,8  million.      Such  an 
enormous  and  abrupt   increase  in  corporation   taxes  simply  cannot  be 
"absorbed"  bg  businesses^     Certainly,   much  of  the   tax  will  be  passed  on 

to  D.    C. citizens  and  others  shopping  in   the  District. 

(3)  The  tax  discriminates  against  high  volume tlow  profit  margin  firms 
(such  as  discount   department  stores   and  other  conwuercial   enterprises 
which  generally  are  favored  by  D.    C.    consumers) ,   and  hurts  the  least 
those  firms  which  have  low  volume,   high  profit-margin  policies   (such  as 
jewelry  stores  and  other  businesses  which  cater  primarily  to  relatively 
affluent  clientele) .      Jt  was  for  this  reason,  primarily ^   that  the  gross 
receipts   tax  was  repealed  in  Mew  York  City. 

(4)  Such  a  tax  Is  placed  on  all   firms,   whether  they  are  making  a  profit 
or  not  —  unlike  the  corporate  income   tax.      Thus,   the  struggling  nsrginal 
firms,   many  of  which  are  minority-owned,    would  be  particularly  endangered 
by  this  tax. 

(5)  While  it  is  not  known  Jiow  i^^lit  firms  would  he  driven  out  of  business, 
driven  Into  the  suburbs,  or  discouraged  from  coming  into  the  District  of 
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Colua^ia,  it  appeals  llkelt^  that  goiae  Uiutoown  AsaGant  of  fizm^  vould  be 
effected  in  such  i^ys  b^  the  gross  receipts   tax.     The  t&x  would  thereby 
further  deplete  out  tax  base,  increasing  the  need  for  still  more  tax 
increases  on  our  citizens  and  firms  in  future  years.     We  are/    therefore. 


ffdcrif icing  i 


of  our  future  well-being  to  re^p  expedient ^   short-term 


governmental   revenue  gains. 

(6^     By  taxing  both  aanufacturing/wholes^e  and  retail  operations f 

laergers  of  wholes&Im  and  ret  Ail  operations  are  encouraged,  so  as  to 

avoid  paying  the  1/2  of  1%  wholesale  gross  receipts  tax.     Such  mergers 

tend  to  impair  competition  in  our  citt/,   to  the  detriment  of  consuaers. 

It  also  gives  s  ctmpetitive  ad^rantage  to  the  large  firms  which  presently 

already  have  integrated  wholesale  and   retail  operations. 

(7)     Wholesalers  in  particular  vUl  b&  hurt  by  this  netf  tax.      unlike 

retail  operations  which  have  a  variety  of  ways  to  compete  other  thAn 

pries   (e.g*,  by  offering  better  "atmosphere ^"   through  advertising, 

promiotional  gimmicks,   improved  convenience,  etc.)  *   i^holes^Iers  depend 

almost  exclusively  on  pricing  to  remain  competitive.     A  retail  out  lot 

has  no  reason  whatsoever  to  buy  goads    from  a  D.    C.    wholesaling  concern 

which  has  slightly  hJgrher  prices    (because  of  higher  taxes}   than 

counterparts  in  the  nearby  Maryland  and  Virginia  suburbs  which  offer 

the  identical   line  of  merchandise.     Even  a  ha  If -penny  per  dollar  can 

mAke  all   the  difference  in  the  world  in  such  transactions,  * 

(3}     Corporate  income  taxes  in  D.   C,   are  already  one  percentage  point 

higher  than  Maryland's,   and  two  points  higher  th^n  Virginia* s.     A  rmw 

grO0B  receipts  tax  further  contributes  to  this  competitive  disadvantage. 

•In    this  conJiection^   Sheldon  Sadugor  of  Standard  Cigar ^    the  largest  tobacco 
and  candy  wholesaler  in   the  metropolitan  area  and  with  64%  of  its  employees 
living  in  D.C.f stated  during  the  hearings,   "The  imposition  of  this  tax  vould 
mean  that  we  literally  hdve  no  choice  but  to  cease  doing  business  in  D.C." 
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(9)     The  Mayor  notes   th^t  Arlington  and  Fairfax  counties  present  1  if  have 
groaa  receipts  tajres.      Movever,    the  gross  receipts   taxes  proposed  for 
D.    C,    are  from  three  to  ten   titnes  higher  than  the  gross  receipts  taxes 
proposed  in  those  two  Virginia  counties  for  most  conmvdities,     A  t^bXe 
of  gross  receipts  taxes  In  those  counties  is  provided  below  (the  D.   C. 
gross  receipts  t&xes  m?uid  be  $1  per  $100  gross  receipts  retail,  and 
$   ^50  per  $100  wftpJesalsJ .      sone  of  the  other  sulKirban  jurisdictions 
has  a  gross  receipts   tax. 


BUSINESS  PRIVILEGE  GROSS  RECEIPTS  TAX  RATES 

Arlington  County  and  Fairfax  County 

(Rate  in  $  per  $100  gross  receipts) 


Major  Type  of  Bus  ineas 

Arlington  County 

Fairfax  County 

Amusementa 

S   .68 

S      .25 

Builders  and  Developers 

.18 

.05* 

Business  Services 

,35 

.20 

Personal  Services 

•  65 

.2a 

Contractors 

,35 

.11 

Hotels,  Motels 

4.00 

.26           i 

Prates  siona  is 

1,00 

.31           1 

Renting  by  Owner 

.28 

.26          i 

Repair  Services 

.35 

.18           ' 

Retail  Merchants 

.35** 

.17 

Wholesale  Merchants 

.08 

-04* 

Excavators 

.35 

.  19 

Money-lenders  (not  building  aaaoclations)             ,35 

.16 

Telephone  Co, 

2.00 

.26            J 

Heat,  light,  gas  companies 

,5D*** 

.24           ' 

Merchants  of  Vending  Machines 

.26 

.17 

Real  Estate  Broker/Salesman 

1.00 

.31 

Parking  Garages/Lota 

1.00 

.20 

Coin  Machines 

.26 

N.A. 

*    per  $100.00  gross  expenditures 
**    $1,00  for  restaurants 
***    $1.00  for  telegraph,  50^^ 

Source:    D.C.  Department  of  Finance  and  Revenue,   Memo  from  Comer  Gopple  to 
Marion  Barry,  March  17,  1975, 
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The  New  York  City  experience  with  the  gross  receipts  tax 

is  particularly  noteworthy.     Murray  Drabkin,  attorney  and  special 

consultant  on  tax  policy  in  the  Lindsay  Administration,  provided  the 

Committee  with  a  summary  of  the  New  York  experience: 

"In  1952  the  Mayor  of  New  York  City  impaneled  a  committee 
of  prominent  citizens  to   investigate  the  financial  problems 
of  New  York,      It  retAinsd  ^jj  outstanding  staff  of  tax  ex- 
perts,  economists   and  governme^nt  administrators  which 
prepared  a  551  page  report  on  these  matters, 

"With  respect  to  the  gross  receipts  tax,   the  committee 
concluded: 

We  regard  the  general  business  and  financial  tax  as 
a  crude  levy,   toleretble  only  hecatis&  Its  rates   are  small 
fractions  of  1  per  cent.      Whenever  the  <:ity  s  financial 
condition,  whether  through  ths   enactment  of  new  revenue 
measures  or  othen^isef   allows   repeal  of  soiae  part  of  the 
present-day  tax  system ,    the  tax  should  bs  the  first  to 
go       Magct  s   Conmi ttee  on  Hanageinent  Survey ,   The 
Financial   FixybJem  ofjtAe  Citjf  of  New  York,   1952,   p.  216. 

"with  respect  to  the  administration  of  the  tax,    the 
committee  noted   that  after  twenty  years  of  experience, 
there  were  still  serious  problems  in  its  application  and 
admini s tra ti  on : 

The  precise  extent  of  the  tax  cannot  be  ascertained 
from  the  l^v     which  is  loosely  drawn,  or  even  from  the 
regulations       We  quote  from  a  well-known  tax  service: 
'Law  and  regulations  are  so  loose  in  their  terminology 
with  respect  to  such  items  as     inclusions         exclusions' , 
and   'deductions'   that  it  is  difficult  to  ascribe  to  such 
terms  antf  specific  meaning   '      In  large  part  this  diffi- 
culty is  inherent  in  the  nature  of  the  tax,  which  is 
based  on  no  particular  principle  and  resembles  a  blunder- 
buss more  them  a  rifle.     Ibid. ,  p.   214. 

"In  1964  the  City  undertook  another  review  of  its  financial 
structure.      In   a  report  prepared  for  it  under  the  auspices 
of  the  Graduate  School  of  Public  Administration  of  New 
York  University,   Leslie  Carbert,   a  very  capable  public 
finance  economist  from  California  stated i 

The  criticisms  of  the  general  business  and  financial 
tax  are  valid  on  virtually  all  counts.     It  is,  in  fact. 


Digitized  by 


Google 


371 


P 


^42- 

incredlblG  that  a  city  with   ,    ,    ,    the  political  ingenuity 
of  Ifev  York  could  Jrave  end jj red   this  tax  for  so  long. 
Financing  Government  in  New  York  City,   p.    523. 

"He  went  on   to  sag: 

in  short f    the  general   business  and  financial   tax  is 
basically  inequitable  and  Iscks  those  qualities  of 
economic  soundness  which   might  be  used  to  justify  a  tax 
on  grounds  of  business  climate.      These   are  fund^Tuental 
criticisms  of  any  system  of  t^axation  based  upon  gross 
receipts . . . 

For  reasons  of  both  equity  and  economic  utility ^  the 
existing  structure  of  the  general  business  and  financial 
tax  stands  condemned  as  a  sorry  example  of  an  attempt  to 
derive  maximum  revenue  out  of  a  tax  source  which  is  both 
Inherently  bad  mid  administratively  implausible.  Ibid., 
p.    530, 

"In  196 5, the  Temporary  Commission  on  City  Finances  for 
which  the  Carter t  paper  and  others  had  been  prepared,   con- 
cluded that    the  New  York  City  gross  receipts   tax  should  be 
replaced  by   a  net  income  tax  or  a  value  added  tax  even  if 
it  meant  a  substantial   increase  in  the  taxes  which  would 
have  to  be  paid  by  many  businesses, 

^'Finally  in  1966,   Mayor  Lindmay ,   as  one  of  the  first  steps 
taken  after  his   election ^   ordered  his  own  review  of  the 
City's   tax  structure.      In  recommending  the  repeal   of  the 
gross   receipts   tax  and  its   replacement  by  a  business  in- 
come tax,    the  Mayor  stated: 

It   is   the  inequity   and  unfairness  of  the  General 
Business  and  Financial  Business  Tax  -   the  gross  receipts 
tax  -   that  has  prompted  this   complete  overhaul   and 
reorganization  of  New  York  City's  business  tax  structure. 
Statement   to   the  Legislature  of  the  State  of^  New  York  in 
Support  of  a  Tax  Program  for  New  York  Citg,^  March  9f  1966, 
p.  12." 


AS  noted  by  Mr,   Drabkin  in  his   testimony,    the  legislature  shortly 
thereafter  authorized  the  Volition  of  the   gross  receipts  tax  and  the 
replacement  of  it  with  a  business  income  tax. 
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The  Comnittee  also  heard  from  a  large  number  of  businesses 
opposed  to  the  gross  receipts  tax. 

For  example,  Burkely  Burrell,  speaking  for  the  National 
Business  League,  stated,   "The  business  comaunity  is  being  asked  to 
\bsorb    two-thirds  of  the  budget  deficit  in  fiscal  year  1976,  which 
would  necessarily  be  passed  on  to  the  consumer  in  the  form  of  higher 
prices  for  goods  and  services...     Moreover,  senior  citizens  and 
other  individuals  on  fixed  incomes  may  find  such  an  increase  so 
prohibitive  as  to  threaten  their  very  survival." 

Mr.   Morton  Lebowitz,  President,  Morton  Stores,  in  indicating 
that  he  would  have  no  alternative  but  to  pass  the  tax  on  to  his 
minority  customers  •, added :     "^^^  business,  even  new  Black  business, 
would  have  one  more  reason  to  shun  the  city.     It  is  in  the  early 
years  of  a  businss,  when  profit  margins  are  low  or  when  losses  must 
be  tetken  that  such  a  tax  would  be  unbearable." 
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the  virtues  of  the-  tax.   In  addition  to  its  rovejfiue-ralsing  potential,  are: 
(1}   as  pointed  out  by  Billy  Cook    (in  a  March  21,   197 5 t   memo  to  Comer 
Coppie  subsequently  forwarded  to  Marlon  Barry}  ,   tbe  gross  receipts  tstx, 
unlike  the  sales  tax,   legally  falls  on  businesses.     This  provides  an 
opportunity   for  sxeiapt  organisations t   such  as   the  Federal   Government, 
research  and  charitable  organizations,   to  share  in  the  tax  burden   (by 
pairing  higher  prices  on  goods  purchased).      The  sales  tax  loses  substan- 
tial  revenues  because  of  the  large  number  of  organizations  exempt  from 
paying  that  tax, 

(2)      Large  national    firms,    which  are  not   likely   to  re-locate,    will  be 

the 
paying /gross  receipts  tax. 

These  two  factors,  along  with  the  lack  of  suitable  alternative 
taxes,  weighed  h&avily  In  tlte  Committee* s  decision  to  approve  a  large 
portion  of  the  proposed  gross  receipts  tax*      With  the  exclusion  of 
nec&ssities  and  the  raising  of  the  exemption  level,  it  is  the  Committee's 
judgment  that  the  Business  Privilege  Gross  Receipts  Tax  could  be  Imple- 
mented on  a  one-year  trial  basis. 

AJ terna ti ves  Cons i dered .-      The  Committee  considered ,  and 
rejeoted,   a  gross  receipts  tax  only  on  professionals    (i.e.,  doctors, 
den ti sts ,   a t torneys ,  a rch i tects ,  professional  engineers ,  CPA *s,  etc.) * 
insufficient  revenue   ($7  million)   would  be  raised  from  such  a  tax. 
Professionals  axe,   of  course,   included  in  the  gross  receipts  tax 
version  approved  bg  the  Consnittee. 
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Increases  in  the  more  direct  forms  of  taxes  on  citizens  were 
also  rejected.      The  D.   C,   individual  income  tax  is  already  the  highest 
in  the  Washington  metropolitan  area  over  all  income  levels  except  the 
low  and  moderate  income  levels.      It  was  felt,   for  equity  reasons,   that 
low- income  persons  should  not  pay  any  further  income  tax  increases, 
even  though  they  have  a  slight  advantage  over  their  counterparts  in 
Maryland  and  Virginia  in  terms  of  income  taxes  paid. 

The  sales  tax,  presently  5%  in  D.  C,  is  a  percentage  point 
higher  than  it  is  in  Maryland,  and  two  points  higher  than  in  Virginia. 
Thus,   there  is  no  opportunity  to  increase  that  tax. 

Property  taxes  are  at  the  upper  level  compared  to  property 
tax  rates  charged  in  suburban  jurisdictions.     As  pointed  out  by  Mr. 
Dixon,  D.   C.   citizens  are  urging  lowered  property  taxes,  and,  justifiably , 
would  not  tolerate  property  tax  rate     increases  at  this  time. 

This  leaves  a  corporate  income  tax  increase  as  the  only 
remaining  alternative.     And,   in  fact,   firms  have  testified  that  they 
would  prefer  a  corporate  tax  increase  to  a  new  gross  receipts  tax. 
Yet,   to  yield  the  additional   $41.7  million  which  the  Committee- 
approved  gross  receipts  tax  would  yield,  would  require  an  increase 
in  the  corporate  income  tax  and  the  unincorporated  business  franchise 
tax,    to  19.2%   —  almost  two-and-a-half  times  the  present  8%  level. 
This  would  be,  by  far,   the  highest  corporate  income  tax  fate  in  the 
nation,  and  would  be  an  extremely  abrupt  and  possibly  irresponsible  tax 
rate  increase.      The  corporate  income  tax  level  is  7%  in  Maryland,   and 
just  6%  in  Virginia,   and  D.   C.   firms  would  thus  be  faced  with  severe, 
and  in  some  cases  overwhelming,  competitive  disadvantages. 
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in  the  corporate  incoirte  tajr,   coupled  with  a  lowered  gross  receipt  tax 
rate,   is  a  po3sibi2ity.     Yetr   it  would  simply  he  a  cosmetic  approach t 
a  wAy   to  cover  up  an  admittedly  bad  sitaation.      Moreover,   it  would 
cost  just  as  much  to  administer  a  lowered  gross  receipts  tax  rate  as 
it  would   the   .51  and  1.0%  wholesale  and  retail   rates. 

FY  76  Impact:  Revenus  raised,  $41.7  million.  This  would 
produce  a  revenue  gap  of  $19.3  million  from  the  revenue  level  of  the 
Mayor* s  proposal . 

Long-term  Impact:      The  tax  could  have  severe  economic  con- 
sequences,  for  the  reasons  enumerate  above  *      This   tax  must  be  watched 
closely r  and  rescinded  in  FY  71  if  the  Committee* s  worst  fears  about 
the  impact  of  this  tax  -are  realized.      Ideal Ig^  a  commiter  tax  could 
replace  the  business  privilege  gross  receipts  tax  in  FY  77, 

If,     Federal  Personal  Exemption  Levels  and  Child  Care  Provisions 

Mayor* s  Proposal:     Current  D,   C,    taxpayer  exemptions  are 
$lfOOO  and  dependent  exemptions  are  $500.      The  Mayor  proposes  adoption 
of  the  Federal  personal  exemption  level   of  $750  for  the  taxpayer  and  all 
dependents.      The  Mayor's   "tax  relief  program"   also  includes  adoption  of 
the  present  Federal    (I.R,S.)   code  provisions  with  respect   to  itemized 
deductions  for  child  care  and  disaMed  dependent  and  spouse  care 
expenses, 

Comnittee  Action:  The  Conmittee  has  voted  to  approve  the 
Mayor's  reconBnendations . 
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VOTE:  In  favor:  Mr,   Barry 

Mr.   Dixon 


Rev.  D.  Moore 
Mrs.   Shackleton 
Mr.   Tucker 
Mr.    Wilson 


Opposed: 


Comndttee  Reasoning:     The  Mayor  does  not  provide  much  discussion 
of  this  "reform,"  but  states  that  the  revision  would  aid  citizens  in 
their  income  tax  filing  and  reporting  requirements  and  simplify  tax 
administration  for  the  city  government. 

Child  care  and  dependent  spouse  provisions  received  wide- 
spread  public  support  at  the  Committee's  hearings.     Mr.   Stuart  Bindelow, 
testifying  on  behalf  of  the  Metropolitan  Washington  Council  of  Govern- 
ment,  stated  that  child  care  provisions ,  disabled  dependent  and  spouse 
care  deductions  would   "permit  city  residents  to  compete  more  effectively 
in  both  city  and  suburban  job  markets."     The  proposal  was  also  commended 
by  Naomi  Glass  of  the  League  of  Women  Voters  and  Susan  Meehan  as  finally 
taking  into  consideration  the  needs  of  working  mothers. 

We  should  be  aware  that  the  Federal  exemption  level  proposal 
would  be  advantageous  to  those  with  household  size  over  2  persons  who 
file  income  tax,  and  disadvantageous  to  single  persons.     Because  of  a 
large  number  of  single-person  households  in  the  District,  a  fairly 
large  size  revenue  gain  for  the  District  government  would  result  from 
this  "tax  relief  program"  measure  of  the  Mayor's. 

Alternatives  Considered:     None . 
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FjT  76  Jgipactj     Under  these  Hsyor^l -proposed  itsasurvs,   thm  cl t|f 
would  gain  revenues  of  About  $2.0  million  from  the  personal  mxemption 
level  revisions f  and  lose  about  $   ,5  million  from  child  care  deduction 
provisions . 

Long-term  Impact:     As  family  size  continues  to  decline,  as 
divorce  rates  climb,   and  as  people  are  getting  married  Jater  and  later 
in   their  lives   (or  not  at  all),   the  revenue  gain  to  the  city   from  these 
proposals  should  increase  to  a  minor  degree  over  time, 

M.     Banks  Gross  Earnings  Tex  and  Building  ABSOci^tion  Gross 

Earnings  Tax 

Mayor* 3  Proposal;      Tax  rate  increases  from  4%  to  6%  on  banks* 
gross  earnings  and  from  2%  to   3%  on  building  associations'    gross  earnings 
are  proposed  bg   the  Magor.   collections  from  such  taxes  are  presently  about 
$9^9  million.      The  rate  increases  would   produce  an  additional   $5.6  million 
from  these  institutions,    $3.1   from  banks  and  $2.5  on  building   (savingB 
and  loani   associations^ 

initial  Cotmiittee  Action:     The  Comdttee  initially/  votadj  in 
its  meeting  of  April   5,  1975f    to  Increase  the  gross  receipts  tax  to   7% 
on  banks  and  to  S*5%  on  building  associations'   gross  earnings* 


VOTE: 


In  favor: 


Opposed  1 


Mr .    Barry 
Mr.    Dixon 
Rev,  D,  Moore 
Mrs*   Shackleton 
Mr.   nil  son 


Final  Committee  Action;     Subsequently,  in  its  meeting  ot 
April  9,1975,   the  Coamittee  voted  to  approve  the  Mayoral ~propommd  ritM 
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The  Increase  was  opposed  by   the  banking  ^nd  savings  And  loan 
indtMstry.     Mr,    Vincent  Burke  of  the  D.   C,  Bank&rs  Association  opposed 
the  taxt  stating  th^t   "great  discretion  must  be  exercised  by  the  D.   C. 
Government   to  be  assured   that   these  financial   institutions  remain 
economically  healthy  and  competitive^" 

Mr,  Clarence  E,   Ketanver,  Jr.,  of  the  Metropolitan  Savings 
and  Loan  league  likewise  opposed   the  increase  on  savings  and  loan 
institutions^     He  indicated  that  savings  and  loan  institutions  were 
"paying  approximately  5Q%  more  than  we  would  if  we  vere  classified  as  a 
commrcial  bank,"     He  also  indicated  that  ** savings  and  loan  institutions 
carry  a  tax  bar  den  far  above  and  l^eyond  that  imposed  on  similar  institu- 
tions in  tbe  contiguous  areas  of  both  Maryland  and  Virginia," 

There  is  strong  sentiment  on  the  Committee  to  increase  the 
^ross  earnings  tax  rate  on  banks  beyond  the  increases  proposed  by  the 
M^gor.     Comaittee  member  Douglas  Moore  emphasized  that  banks  and 
savings  and  loan  associations  have  not  been  supportive  of  Co  u/ici  J  members '*^f 
requests  to   these  institutions   to  increase   their  investments  in   the 
District.      It  was  indicated   that  bank  policies  in  extending  credit   to 
potential   homebuyers,    to  District  businesses   —  especially  minority 
owned  and  operated  businesses ,   and  investing  in  ^reas  of  our  city   torn 
by   the  urban  rebellions  of  the  late  1960* s,  have  not  been  acceptable 
and  responsible. 

Coancilmember  James  Coates,   Chairperson  of  the  Council 
Conmittee  on  Employment  and  Economic  Development , supported  Council  member 
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Dougl^s  Moore's  ev^uMtion,     After  thorough  discussion,  all  Comnittfle 
meinbers  initially  agreed  to  increase  the  gross  receipts  tax  on  banks 
and  savings  and  loan  associations  begond  the  levels  proposed  l?y  the 
Magor^ 

The  CouMBittee  members,   in  voting  for  the  additional   tax 
increase i^  emphasized  that  tJietf  would  gladly  zeconsider  the  tax  iTTcrease 
on  these  Institutions  during  the  FY  11  Imdgst  revlsw  process,  based  on 
p.   c,    banks*   performance  in  FY  IB  in  responding  to  District  investment 
needs. 

In  its  meeting  of  April    9,   1915,    the  Coimtittee  reconsidere 
its  actions   taken  in  its  mseting  of  April    5 ,    ^nd  approved  the   tax 
iJicreases  an  banks  and  building  associations  as  proposed  bij  the  Magor, 
for  the  following  reasons i 

(1)  Total   tax  collections  from  the  current  level  of  $S,9  million  ttouid 
Increase  to   $15.5  million  under   the  Mayor's  proposal,   an  increase  of  SIX. 
Under   the  initial  Committee  action,    collections  would  Incr^se  to  $18.3 
million,  an  increase  of  85%  over  current  collection  levels.     Altix>ugh 
there  is  tsonsiderable  sentiment  in  the  Conntittee  that  these  institutions 
mxe  paying  a  less  than  proportionate  share  of  the  D.   C.    tax  burden,   an 
85%  one  gear  increase  was  considered  to  be  too  abrupt, 

(2)  If  D.   C,   banks  and  savings  and  loan  associations  continue  with 
their  current  anti-District  investment  policies,   they  will  be  primarg  objects 
for  tax  increases  in  FY  77 .     A  one^gear  trial  period  was  decided  upon 
to  watch  closely  these  investment  policies. 
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(3)  Some  axm^M  of  potmnti^l  revenue  growth  via   tax  increasee  should  be 
reserved  for  future  t^eers,  in  case  they  are  needed  then* 

(4)  By  cancelling  a  tax  increase  on  these  institutions  beyond  the  tax 
increase  proposed  by  the  Mayor,  added  time  is  gained  to  investigate , via 
other  means,  penalizing  lending  institutions  with  poor  District  investment 
performsMUse  records  and  rewarding  those  with  good  records.     One  such 
method  is  discussed  below. 

Alternatives  Considered:     A  differential   two-tier  tax  rate  that 
would  reward  financial  institutions  which  have  a  good  investment  per- 
formance seoord  in  the  District  has  been  discussed  at  various  times  by 
Ooamdttee  members,    -Banks  and  savings  and  loan  associations  each  would 
have  a  two^tier  tax  under  this  approach.     Such  a  tax  could  not  be  fully 
evaluated  and  designed  within  the  time  frame  in  which  we  have  acted. 
However,   sucb  a  differential  tax  could  be  developed  and  proposed,  after 
considerable  study,  later  on  in  the  year.     The  total  revenues  from  this 
tMO~tier  tax  could  stay  the  same  as  under  the  present  single  rate 
approach. 

FY  76  Impact:     This  tax  increase  will  yield  $5.6  million 
in  new  revenums, 

lang-tera  Impact:     The  Committee  anticipates  no  short 
or  long  term  problems  associated  with  this  tax  increase,  and  in  fact, 

?a: 
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would  like  to  monitor  closely  financial  institutions'   investment 

policies  with  a  view  toward  raising  bank  and  building  associations' 

tax  rates  given  continued  poor  District  orientation  of  these 

institutions . 

N.     Public  Utilities  Gross  Receipts  Tax 

Mayor's  Proposal:     The  present  5%  tax  on  public  utilities' 

gross  receipts  yields  about  $19,7  million.     The  increase  to  6%,  as 

proposed  by  the  Mayor,  would  yield  another  $4.0  million  in  FY  76. 

Committee  Action:     The  Committee  voted  to  approve  the 

increase  in  the  public  utilities  gross  receipts  tax,  as  proposed  by 

the  Mayor,  from  5%  to  6%.     The  Committee  action  to  increase  this 

utilities  gross  receipts  tax  is  made  conditional  upon  the  repeal  of 
the  5%  sales  tax  on  utility  bills. 

VOTE:  In  favor:  Mr,   Barry 

Mr.   Dixon 

Rev.   D.   Moore 

Mrs.   Shackleton 

Mr.   Wilson 

Opposed: 

Comnittee  Reasoning:     The  Committee  has  several  problems 
with  this  proposed  tax  increase,   as  outlined  below. 

(1)     Thorough  research  has  revealed  that,  without  Charter  amendment, 
the  Council  cannot  prevent  the  pass-through  of  this  tax  increase  to 
utility  ratepayers.     The  PSC  traditionally  has  allowed  utilities  to 
charge  off  all  utility  taxes   (including  the  Public  Utilities  Gross 
Receipts  Tax)   as  legitimate  operating  expenses,   to  be  paid  for  in 
customers'   utility  bills. 
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(2)      The  Puhlia  Utilities  Gross  Receipts  Tax  is   a  regressive  tax. 
Lower  Inconte  people  would   pay  a  higher  proportion  of  any  increases 
in  this  tax  than  would  the   more  affluent- 

(3}      Ths  Public  Utilities   Gross  Receipts  Tajg  proposed  Increase   comes 
on  the  heels  of  exorbitant   utility  rate  increases.     Electricity  rstes 
have  increased  40%  in   the  past   gear  alone,   with  another  25.:^%  hike 
pending*      Gas  rates  have  gone  up  15%.      Another  tax  increase  on  top  of 
thsse  utility  rate  increases  is  asking  far  too  much  of  D.   C.  utiiity 
ratepayers. 

(4)  D.   C.    tax  collections  frcm  this  t^x  are  growing  enormously 
anyway t  even   iirithotjt  a  further  tax  increase,  since  collections  auto- 
Dtaticaiiy  go  up  as   utility  rates  increase,   and  it  is  questionable 
whether  the  government  should  benefit  still  fiirther  from  another 
ntillti^  tax  increase  Imposed  on  top  of  the  utility  rate  increases, 

(5)  D,  C,   utility  gross  receipts  tax  rates  are  not  competitive  with 
suhurban  rates.      The  Public  Utilities  Gross  Receipts  Tax  is  only  2% 
in  Maryland r   while  in   Virginia f   it  is  1   and  1/3%  for  electricity  and 
gas  and  1   and  9/16%  for  telephones . 

(6)  D.   C.   consumers  do  not  gain  tax  deductions  benefits  from  this 
tax.     Since   the  Public  Utilities  Gross  Receipts  Tax  is  a  hidden   tax 
on  consvsjners,    the  individual   is  denied    the  opportunity  to  deduct 
this  charge  on  her  or  his  personal    tax,  return. 
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Both  consumers*   groups   (such  as  D.    C.    Pover)  and  the 
utilities    (PEPCO,  C&P)   h^ve  testified  at  revenue  hearings  that   the 
Public  Utilities  Gross  Receipts  T^x  increase  would  be  passed  on 
fully  to  the  overburdened  utility  consumer f   and  there  has  heen 
unanimous  agreement  among  public  witnesses  that  the  tajf  increase 
should  be  defeated* 

Itonetheless ,   because  the  present   5*  sales   ta)c  on  utility 
bills  ±3  Tooonmended  to  be  repealed  by  other  Cojimittee  action    (refer 
to  item  C,  above),   a  i*  increase  in   the  Public  Utilities  Gross 
Receipts  Tax  is  considered  tolerable.      A  net  benefit  of  4%  vould 
thus  ensjis  to  ratepayers* 

Ai tef jiati ves_Consideredi      The  Committee  initially  approved 
the  Public  Z^ilities  Gross  Receipts   Tax  only  on   the  condition   that 
this  Increase  couid  be  prevented ^  by  the  Public  Service  Cofmission, 
from  being  passed  on  to  consumers.      However,   legal  opinions  subse- 
quentlif  received  by  the  Comtitteef   in  addition  to  testimony  by 
People* s  counsel  Annice  Wagner  and  the  utility  companies  themselves , 
have  indicated  that  such  an  approach  is  not  feasible. 

FY  76  Impact i      Approval   of  the  Public  Utilities  Gross 
Receipts  Tax  increase  would  raise  an  additional   $4  million. 

Long-term  Impact:      Revenues   from  this   tax  should  continue 
to  increase  substantially  as  Utility  rates  continue  to  skyrocket. 
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Mayor's  Proposal:      The  Mayor  states   that  inar^ased  water  and 
sever  charges  are  needed  "to  meet   the  greatly  increased  operation  costs 
of  the  Blue  Plaii^  S&fags  treatment  Plan  as  this  facility  is  expanded 
to  improve  t^ste-water  treatment," 

The  new  rates  would  be  30  cents  per  100  cubic  feet  of  water 
used  in  excess  of  Sr^OO  cubic  feet  ^nd,    for  sewer  service,    90%  of  the 
total    (increased)   water  charge.      Currently,   the  rates  are  19  cents  for 
this  excess  water  usage,    and  9B%  of   the  water  hill  for  the  sewer  service 
charge*     The  new  rates  would  yield  an  additional   $7,51  million  in  FY  76, 

The  tahle  below,  reproduced  from  a  report  hy  the  Department 
of  Finance  and  Revenue,    indicates   the  effect  of  the  new  rates  on  average 
residential  orad  oojmeroial  consumers: 


EFFECT  OF  INCREASES  ON  CONSUMERS 
(Semi-annual) 

L975 
Average  Domes  tic  Qoasumer 

7400  Cubic  Feet  of  Water 


Water  Charge; 

Minimumof  3600  cubic  feet 
Excess  of  3800  cubic  feet 
Total  water  charge 

Sewer  Service 

Total  water  and  sewer  service  bill 
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Average  Commercial  Consumer 

117,200  Cubic  Feet  of  Water 

Water  Charge: 

Minimum  of  3B00  cubic  feet 
Excess  of  113 ,  600  cubic  feet 
Total  water  charge 
Sewer  Service 

Total  water  and  sewer  service  bill 


$      9.7S  S       8.75 

2i5.B4  i/  340. SO    2/ 

224, S9  349, 5S 

Z20,  10    V  314,60    4/ 

444,69  664, 15 


1/  19"?^  per  100  cubic  feet  excess  charge 

2/  SQiv  per  100  cubic  feet  excess  charge 

J/  9B%  of  water  bill 

4/  90%  of  increased  water  bill 

Source:    D,  C*  Department  of  Finance  and  Revenue,   "Analysis  of  the  FY  76 
Tax  and  User  Charge  Increase  Program/*  March  10,  1975.  Table  14. 

Coamittee  Action:      The  Ccwrawittee  has  voted   to  approve  the 
increased  w^t&r  rates  under  the  folloviag  oanditionai 

fi;      "ehe  Magor  shall ^   in  connection  with  increased  water  and  se*fer  service 
charqes,   provide  stilmtantlatioa  to  the  City  Council  by  September  8,    1975 , 
and  obtain  council  approval  by  ffovember  4t  i975,    that   the  new  rate^  are  tuli^ 
jiAstifi&d  by  Increased  governmental  costs. 

(2)     Water  used  prior  to  July  1,   l975t  cannot  &e  billed  at  the  nev^  higher 
rates . 

(Jl     People  t/ho  use  under  3600  eubic  feet  every  six  months    (for  example, 
1000  cubic  feet)   should  not  have  to  pay  for  ^$00  cubic  feet  of  water ^ 
This  policy,  presently  in  effect,  discourages  conservation  of  water ^      Th& 


Digitized  by 


Google 


vorrespandinglg r   to  $2.89. 

(4}     The  M^gor  tifould  also  be  ta^ndat&d  to  design  a  rat^  structure  trhlch 
places  ap^rtiJient  dvsllers  on  an  equal   footing  as  single-family  unit 
dtfellers  instead  of  placing  thent  undez  a  disadt^ntage  t   as  is   the  case 
with  the  present  rate  structure.      The   first   3600  cufiic  feet  of  btater  are 
proposed  i,   by  the  Mayor,   to  he  at  J  ewer  rates  than  i/ater  used  heyond 
that  level.      This  incr easing  price   r^te  structure  is  a  sound  one^    from 
a  aonservationist  stai^pointf  and  the   ttayor  would   be  mandated  to  retain 
an  increasing  price  structure.      However,   apartment  dwellers  who  must 
share  low  initial   water  use  rates  with  other  apartment  dwellers  billed 
frxxi  the  saaie  aetejTf   pay  higher  per-cuhic  foot  rates  than  dwellers  of 
single  family  units,  who  have  the  low  3600  cubic  feet  rates  all   to 
themselves . 


VOTE: 


In  favor: 


Opposed i 


ffr.    aarirg 
Mr.    Dixon 
Rev^    D.    Moore 
Mrs*   ShackJeton 
Mr.    Wilson 


Comitiittee  Reasoning:      Very   little  public  testimony  was  received 
with  regard  to  the  Mayor ^s  proposed  water  and  sewer  r^tes.      Mr.   John  O'Neill , 
however,   representing  the  Apartiaent  and  Office  Builders  Association, 
pointed  out  that  the  proposed  charge  *'will  mean  a  $31*00  increase  per 
unit  qr  $2.5S  per  month  /in  apartment    rentals/."      He  apposed  the  increase 
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on  apartment  and  high  volume  users  as  excessive,  noting  that  the  increase 
to  homeowners,  proportionately,  was  much  less.     He  further  said,   "Why  we 
should  be  overly  concerned   ajbout  66,000  home  owners  versus  560,000  tenants 
I  don't  know."     In  addition,  Morton  Lebowitz  of  Morton  Stores  indicated 
that  the  water  rate  increases  would  cost  him  over  $3,000  a  year. 

The  following  is  a  suitmary  of  Conaaittee  reasoning  in  reaching 
each  of  the  four  conditions  outlined  under  Comaittee  Action,  above: 
Condition    (1) :     We  have  requested,  but  not  as  yet  received,  cost- justification 
data.   It  is  the  Committee's  position  that  rate  increases  should  be  fully 
cost- justified  before  they  can  be  approved. 

Condi tion   (2) :     In  talking  with  several  Environmental  Services  employees, 
it  was  stated  that  residents  would  pay  higher  water  rates  depending  on 
when  the  bill  is  issued,  rather  thetn  when  water  is  used.     Thus  someone  re- 
ceiving his  or  her  bill  on  July  3,  1975,   would  pay  a  much  higher  bill   than 
someone  who  received  a  bill  on  June  27,  1975,  even  though  the  bill   for 
both  consumers  may  cover  a  January  through  June  1975  water  use  period. 
Such  an  approach  yields  higher  revenue  for  the  District,  since   the  higher 
rates  can  be  charged  for  water  used  during  the  former  rate  period. 

This  inequity  should  be  removed.      The  consumer  should  pay 
higher  rates  only  for  water  used  during  the  higher  rate  period. 

The  Mayor  has  indicated,  subsequent  to  the  Cosmittee's  public 
position  on  water  billing  practices,   that,  the  District  will  not  bill   "old 
water  at  new  rates."     This  agreement  can  be  formalized  in  Council  legisla- 
tion. 
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Condition   fJJ :      The  mlnimim  bill  of  $8.75  every  aix  months ,   regardless 
of  how  mch  water  used  tinder  the  3600  cubic  feet  '^minimum  use^  level  i 
is  exvessive  ^xid  n€ft  Gost^-juBtified.     Moreover,  stich  a  hilling  practice 
discourages  cxinservstion  of  w^ter.      Minimtim  bills  are  usually  designed 
to  cover  the  costs  of  handling  cuatoaers*   accounts  —  reading  meters  ^ 
sending  out  bills,  and  collecting  and  accounting  for  pagnents.     A  lowering 
of  the  mininium  bill  from  $8,75   to  $2.89  everg  six  months,   and  a  cor  res* 
ponding  lowering  of  minimim  use  levels  from  S600  cubic  feet   to  1200  cubic 
feetf    should  at  ill    provide  ade^iuate  coverage  of  these  ou^tonier  billing 
costs. 

Condi tion    (4) i  As  can  be  seen  ^  the  table  provided  bg   the  Department  of 
Finaxics  and  Revenue^  the  consujueTf  under  the  new  revised  rates,   would  pay 
less  for  the  first  IBOO  cubic  feet  of  water  than  s/he  would  for  water  in 
excess  of  that  level.     Under  tfte  present  rate  structure,   the  first  3600 
cubic  feet  are  not  priced  lower  than  the  per  cubio  foot  rates  for  subsequent 
usage,  and,   in  fact,    that  rate  is  a  little  higher  than  rates  In  excess  of 
3600  cubic  feet. 

Apartment  dwellers  vould  have  a  relative  disadvantage  vis-a-vis 
hojmeawners  under  the  proposed  rate  structure,  a  situation  which  does  not 
now  exist*     For  example,   in  a  four  unit  apart^mnt  building  with  one  water 
meter  mod  bill,   four  families  oust  share  in  the  relatively  low  rates ^   for 
the  first  3600  feet  of  water  use.      Host  of  their  consumption  will  be  at 
the  hi^er  rates f  above  3,600  cubic  feet.      Residents  of  single  familg 
units f   in  contrast,  have   the  3,600  cubic  feet  low  rate  level  all    to 
tJieaselves  —  they  do  jiot  have  to  "share"    that  limit  with  other  water  users* 
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Thus,  the  Mayor  would  be  asked  in  the  draft  Revenue  Act 
mandates,   to  design  a  rate  structure  which  removes  this  inequity.     The 
cost  to  the  average  apartment  would  be   aJbout  $2.58  additional  per  month 
under  the  proposed  rates   (as  estimated  by  the  Apartment  and  Office 
Building  Association) .     This  cost  could  be  lowered  under  a  revised  rate 
structure. 

However,   the  feature  suggested  by  the  Mayor  whereby  per 
unit  water  and  sewer  rates  increase   (rather  than  decrease)  with  increased 
usage  should  be  retained  for  both  single-family  and  multiple- family 
dwellings ,  under  any  redesigned  rate  structure.     Such  a  rate  structure 
is  more  equitable  than  a  quantity-discount  rate  structure,  since  it  aids 
the  small  volume  user. 

Alternatives  Considered:     No  other  alternatives  considered 
outside  of  proposed  water  rate  restructuring. 

FY  76  Impact:     An  added  $7.51  million  for  the  Water  and  Sewer 
Funds. 

Long-term  Impact:     A  revised  water  rate  structure  to  accommodate 
equity  concerns  and  conservationist  practices  should  provide  some  long 
term  contribution  to  achieving  overall  city  objectives. 
P.     Cigarette  Tax 

Mayor's  Proposal:     No  change  recommended  in  present  6  cents  per 
pack  rate. 

Committee  Action:     The  Committee  has  voted  to  increase  the 
cigarette  tax  to  10  cents  per  pack. 
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Q.     Federal  Payment  and  Revenue  Sharing 

Mayor's  Proposal:     The  Mayor  is  recommending  $254  million  in 

Federal  Payment  for  FY  76.     Federal  revenue  sharing  would  amount  to  an 

additional   $25  million.      Total:      $279  million. 

Committee  Action:     Approved . 

VOTE:  In  favor:  Mr.  Barry 

Mr.   Dixon 
Rev.  D.  Moore 
Mrs.   Shackleton 
Mr.   Wilson 

Opposed: 
R.     All  Other  Taxes 


Mayor's  Proposal:     No  changes  are  proposed  by  the  Mayor  in 
any  of  the  other  taxes  in  the  D.   C.   tax  system:     Individual  Income  Tax, 
Corporate  Taxes,  Unincorporated  Business  Franchise  Tax,  Property  Tax, 
Insurance  Tax,  Alcoholic  Beverage  Tax,   Tangible  Personal  Property  Tax 
and  Inheritance  and  Estate  Tax. 

Comaittee  Action:     No  changes  recommended. 

Committee  Reasoning:     One  area  of  potential  change  is  in  the 
property  tax.     These  changes  could  be  implemented  after  the  budget 
process  is  completed. 

Possible  changes  in  direction  include: 
(1)     Implementing  a  rate  which  yields  the  same  amount  of  property  tax 
revenues  as  in  FY  75.     Property  tax  revenues  would  increase  $5.0  million 
over  FY  75  levels  at  the  $1.83  rate  because  of  increased  assessments   (not 
because  the  property  tax  rate  increases) .     A  property  tax  rate  which  com- 
pensates for  increased  assessments  and  which  yields  the  same  amount  of 
revenues  as  in  FY  75  would  be  $1.78  per  $100   (a  nickel  lower). 
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(2)     The  $3000  homeowner's  exemption  could  be  implemented,  at  a  cost 
of  etbout  $5.3  million.     Implementation  of  the  homeowner's  exen^tion 
may  be  somewhat  questionable,  since  it  helps  homeowners  but  not  renters 
(in  contrast  to  the  circuit^breaker) ,   and  the  benefit  to  low  income 
persons  of  the  homeowner's  exemption  is  diminished,  because  of  the 
beneficial  impact  of  the  circuit  breaker. 
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VI.      ATTACHMENTS 

Attached  are   (A)   The  Revenue  Act  of  1975   (draft),  and   (B)   witness 
lists  for  the  March  18,  April  3  and  4  Revenue  Hearings, 


58-735  O  -  75  -  28 
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ftneiiii^nt  to  the  bill  1-47 

Page  1|  strike  out  ^11  after  the  enacting  cla\jse  and  insert  in 
lieu  th^eof  the  foIljovdJig: 


1 
2 
3 
4 

5 

6 

7 

8 

9 

10 

11 

12 

13 

14 

15 


Tliat  rtiis  ocf  moy  be  cited  as  the  *'Orstrict  of  Columbb  Revenue  Acfr  of 
1975". 

TITLE  I--REGISTRATIOHS  FEE  FOK  MOTOR  VEHICLES 
Sec.  101  *    Section  3  of  title  IV  of  the  District  of  Colonftbto  Revenue 
Act  of  1937  (DX.  Code,  sec.  40-103),  is  omended  os  follows: 

(1)  The  pqroeroph  dedgnoted   "Class  A"  of  subsection  (b)  (reloting 
to  registration  fees  for  po^enger  motor  vehicles)  Is  ornended  by  striking 
out  "$30"  and  "$50",  and  mserting  m  lieu  thereof  "$40"  ond  "$67^*, 
respectively. 

(2)  The  porogrc^h  designated  "Class  B*^  of  subsection  (b)  (relating 

to  registration  fees  for  truck  tractor  and  certain  coiziinercial  iMotor  vehicles)  ii 
oinended  by  striking  out  "$53",  "$59",   "$69",  "$80",  "$91",  "$99",  "$112", 
"$128",  "$163",  "$191",  "$229",  and  '^$269",  ond  inserting  In  lieu  thereof 
"$71",  '*%79",  "$92",  "$107",  "$122",  "$132",  "$150",  "$171",  "$218",  "%225'\ 
"$306",  and  '^$359",  respectively. 
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(3)  T^^e  paragraph  designated  ''Class  C*  of  subsection  (b)felotlng 
to  i-egTstrotion  fees  for  tr oilers) ^  h  amended  by  strikfn>g  out  "$16",  "$27^', 
'*$43",  "161",  "$80",  "$99^  "$123%  "$163'%  *-$203*',  and  "$243",  and 
Inserting  m  lieu  thereof  "$22",  "$3i",  "$58",  "$82",  "$107",  "$132", 
"$164",  "$218",  "$271",  and  "$323",  respectively. 

(4)  The  paragraph  designated  "Ctass  D"  of  subsection  {b)  (relofrmg 
to  registrotion  fees  for  motorcycles,  motor  bicycles,  motor  tricycles  and 
motor  wheels)  is  amended  by  striking  out  <'$12"  ar>d  inserting  in  lieu 
thereof  "$16'*; 

(5)  The  paragraph  designoted  **Class  E"  of  subsection  (b)  (relating 
to  registration  fees  for  antique  motor  vehicles)  is  omended  by  striking  out 
"S5"  and  mserting  in  lieu  thereof  "$7", 

(6)  The  porogroph  designated  "Closs  F"  of  subsection  (b)  {relotmg 
to  registration  fees  for  deoler's  identifTcation  togs)  is  amended  by  striking 
out  "$30",  ond  "$10",  and  inserting  in  lieu  tWeof  "$40"  and  "$14", 

respectively , 

(7)  Subsection  (d)  of  such  section  3  Is  amended  to  reod  as  follows: 
"(d)   Twenty-five  per  centum  of  the  gross  proceeds  from  fees  poyabt« 

under  this  title  shall  be  paid  into  the  Metrobus  Fund  established  under  section 
103  of  the  District  of  Columbia  Revenue  Act  of  1975.    The  remainder  of  the 
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1  proceeds  from  feei  payable  under  this  title  shall  be  divided  between  the 

2  the  Genera f  Fwnd  and  the  Highway  Fund,    The  CoMhcll  of  ibe  District 

3  of  CalumbiQ  shall  detennrne  the  percentage  of  such  remoioder  which  shall 

4  be  deposited  to  the  credit  of  the  General  Fund  of  the  Distric!'  of  Columbia, 

5  except  that  fhe  percentage  of  such  remoinder  deposited  to  the  credU  of  fhe 

6  General  Fund  shall  be  not  less  than  forty-two  per  centum  or  more  fhon 

7  forty-seven  per  centum  of  such  remainder.    The  amounts  of  swch  remoinder 

8  not  deposited  to  the  credit  of  the  Generol  Fund,  olong  with  specified  moneys 

9  collected  from  fhe  motor-vehlcle-fuel  tax,  and  specified  amounts  of  fees 

10  charged  for  fhe  titlir^g  of  motor  vehicles  and  trailers,  if>cluding  specified 

1 1  amounts  of  fees  charged  for  the  Issuance  of  permits  to  operate  mo'-or  vehicles, 

12  sholl  be  deposited  in  o  spedol  occount  in  the  Treosury  of  the  United  States 

13  entirely  to  the  credit  of  the  District  of  Coiumbio  end  shall  be  appropriated 

14  ond  used  solely  and  excluslvel/  for  — 

15  "(1)   construction,  reconstruction,  improvement,  and 

16  mointenonce  ofpublic  highways,  including  the  necessory  adminislratlve 

17  expenses  in  connection  therewith; 

18  "(2)   the  expenses  of  the  office  of  the  director  of  vehicles 
^9                          and  traffic  Incident  to  the  regulation  ond  control  of  traffic  and 
20                           the  admtnistfotion  of  the  some;  ond 
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1  "(3)   rite  exp«ns«s  necessarily  Involved  tn  ttie  police 

2  control  r  regulolmn,  and  admlnUfratliyn  of  traffic  upon  the  highways, 

3  except  thcvt  the  totol  amount  to  be  enqpended  uficleT  thif  Ilecn  shol  I  not 

4  exceed  15  per  centum  of  the  total  poyment  appropriated  for  poy  and 

5  ollowonces  of  officers  and  frembers  of  t^e  Metropolitan  Police  force." 

6  Sec .  102  *(a)   Section  6{i)  of  the  District  of  Columbia  Traffic  Act , 

7  1925  (D.C .  Code,  sec.  40-603(|))  is  amended  by  striking  out  ''5  per  centum" 
6  and  inserting  In  lieu  thereof  "6  per  centum". 

9  (b)    Notwltfistondlng  any  other  provlilon  of  law,  so  much  of  the 

TO  proceeds  collected  under  such  section  6(|)  as  the  Mayor  of  the  Dtstrlct  of  Columbia 

II  may  determine  qppropriote  shall  be  poid  Into  the  Metrobus  Fund  estoblished 

}?.  by  section  1D3  of  this  title,  so  long  as  at  least  one -sixth  of  such  proceeds  ore 

13  paid  Into  the  Metrobus  Fund. 

14  Sec  .  103(a)   There  is  Hereby  estobllshed  a  speciol  fund  to  be  known 

15  OS  the  "Metrobus  Fund*^  (hereinafter  In  this  section  referred  to  as  the  "Fund") 

16  The  Fund  shall  consist  of  amounts  paid  Into  it,  from  time  to  time,  from  the 

17  revenue  collected  os  follows: 
IB  (1)   Twenty-five  per  cent  of  the  omounts  collected  urder 

19  title  IV  of  the  District  of  Columbia  Revenue  Act  of  1937  (D.C  , 

20  Code,  sec.  40-101  et  seq.) 
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1  (b)   The  Mayor  of  the  District  of  Columbia  shall  submit  to  the 

2  Council  of  the  District  of  Columbia,  no  later  than  September  1,  1975, 

3  a  restructured  three-tier  motor  vehicle  excise  tax  rate  schedule  which 

4  provides  for  a  substantially  lower  tax  rate  for  lighter  weight,  compact  and 

5  subcompoct  automobiles. 

6  (c)   The  schedule  of  registration  fees  submitted  by  the  Mayor  under 

7  subsection  (a),  and  the  schedule  of  motor  vehicle  excise  tax  rates  submittted 

8  by  the  ^ayor  under  subsection  (b)  shall  not  take  effect  until    the  end 

9  of  the  60  day  period  beginning  on  the  day  the  Mayor  submits  such  schedule 

10  to  the  Council,  and  then  only  if  during  such  60  day  period  the  Council 
H  does  not  adopt  a  resolution  stating  that  the  Council  dsiapproves  of  such 
12  schedule. 
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TITLE  II    --   MOTOR  VEHICLE  FUEL  TAX;  DEED 
RECORDATION  TAX 

Sec.  20K(o)   The  flrat  sentence  of  rhe  Firet  secficji  of  tlie  Act 
«nt1rled  ^'An  Act  to  provide  for  a  tax  on  motor-ve^klc  fueU  sold  within 
the  District  of  Columbio,  omj  for  other  purposes*' ^  opp roved  April  23^ 
1924  (D,C .  Code,  sec,  47-1901)  U  amended  by  striking  out  "8'^  and 
inserting  in  iTeu  thereof  "10^'. 

(b)   Notwithstanding  ony  other  provision  of  law,  effective  July  1 , 
}776r  so  much  of  the  proceeds  collccled  under  such  first  section  as  the  Mo)?ot 
of  the  District  of  Columblo  may  determine  appropriate  sholl  be  paid  Into  the 
Metrobus  Fund  established  by  section  103  of  this  act,  so  long  as  at  least  one-fifth 
of  Mfch  proceeds  ore  paTd  Into  the  Metrobus  Fund. 

Sec.  202.    The  Mayor  of  the  District  of  Calvmbla  shall  submit  to 
the  Council  of  the  District  of  Columbia,  by  September  1,   ^975f  a  fhorou9h, 
documented  study  outlining  the  advtsobiflty  of  differential  tox  rates  on 
leaded  and  unleaded  gasoline,  and  weighing  positive  and  negotiv©  health, 
environmental  and  income-class  Impacts  of  such  o  differential  tox  policy. 

Sec  .  203 .    Section  303(a)  of  the  District  of  Columbia  Reol  Estote 
Deed  Recordation  Tax  Act  (D  .C .  Code  45-7 23 (o))  Is  amended  by  strTlelng 
out  "one-holf  of  1  per  centum"  ond  inserting  tn  lieu  thereof  "1  per  centum'*. 
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1  TITLE  III  —  AMENDMENTS  TO  THE  DISTRICT 

OF  COLUMBIA  SALES  AND  USE  TAX 

2  ACTS 

3  Sec.   301.      The  District  of  Columbia  Sales  Tax  Act  is  amended  as 

4  follows: 

5  (1)   Paragraph  (1)  of  subsection  (a)  of  section  1 14  of  such  Act  (D  .C . 

6  Code,  sec.  47-2601    14(a)(1))  is  amended  to  read  as  follows: 

7  "(1)   Food  or  drink  served,  prepared  for  immediate  consumption,  or 

8  sold.  In  or  b/,  restaurants,  lunch  counters,  cafeterias,  hotels,  snack  bars, 

9  caterers,  boarding  houses,  carry  out  shops  and  other  like  places  of 

10  business,  and  food  or  drink  sold  read/  for  Immediate  consumption  from 

1 1  vending  machines,  carts,  and  motor  vehicles  or  any  other  form  of  vehicle. 

12  Hot  or  cold  sandwiches  are  considered  prepared  foods." 

13  (2)   Subsection  (a)  of  section  1 14  of  such  Act  (D  .C .  Code,  sec  • 

14  47-2601 .    14(a))  is  amended  by  adding  at  the  end  thereof  the  following  new 

15  paragraph: 

16  "(12)   The  sale  of  or  charges  mode  for  the  service  of  parking,  storing 

17  or  keeping  motor  vehicles  or  trailers.    For  the  purposes  of  this  paragraph 

18  *motor  vehicle^    mean  any  vehicle  propelled  by  an  Interna  I -combustion 
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engine  or  b/  elect^ricity  or  steam,  except  road  rotlers.  Form  troctors  and 
vehicles  propelled  only  upon  stat1or>ary  rolls  or  tracks;  ond   ^trailer' 
means  a  vehicle  without  motor  power  intended  or  used  for  corr/lng 
properly  or  persons  and  drown  or  inlended  to  be  drawn  hy  a  rno^or 
vehicle,  whetf^er  such  vehicle  without  motor  power  coi-riei  the  weight  of  the 
property  or  persons  wholly  on  ifs  own  structure  or  whether  a  part  of  soch 
weight  rests  upon  or  is  carried  by  a  motor  vehicle," 

(3)  Porogrc^hs  (4)  and  (11)  of  subsecfiorv  (a)  of  sectior^  114  of  such 
Act  are  repeofed . 

(4)  Subsection  (b)  of  section  1 14  of  such  Act  (D,C  ^  Code,  sec, 
47-2601  •  14<(lb))  Is  omended  by  adding  at  the  end  thereof  the  following 
new  parogrt^h: 

**{$)   Food  or  drink  sold  in  the  same  form,  condition,  quontitles 
and  pockoging  os  is  commonly  sold  In  grocery  type  food  stores,  except  when 
sold  by  businesses  os  described  In  parogroph  {1)  of  subsection  (a)  of  this 
section,*' 

(5   Section  125  of  such  Act  (D.C,  Code,  sec,  47^2602}  Is 
amended  to  reod  as  follows: 
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^  "Imposition  of  Tax 

^  "Sec.  125.   A  tax  is  imposed  upon  all  vendors  for  the  privilege 

^  of  selling  at  retail  certain  tangible  personal  property  and  for  the  privilege 

^  of  selling  certain  selected  services  (defined  as  retail  sale  and  sale  at  retail 

^  in  this  title).    The  rate  of  such  tax  shall  be  4  per  centum  of  the  gross 

^  rece^ts  from  sales  of  or  charges  for  such  tangible  personal  property  and 

'  services,  except  that  — 

°  "(1)   the  rate  of  tax  shall  be    8 per  centum  of  the  gross  receipts 

'  from  the  sales  of  or  charges  for  the  service  of  parking  or  storing 

'^  motor  vehicles  or  trailers,  and  the  amounts  collected  from  such  tax 

^ '  shall  be  paid  into  the  Metrobus  Fm'd  established  in  section  103  of  the 

^2  DistrlctofColumbioRevenue  Act  of  19:^5; 

"(2)   the  rate  of  tax  shall  be  6  per 
centum  of  the  gross  receipts  from  sales  of  or  charges 
for  (A)  any  room  or  rooms,  lodgings,  or  accommodations, 
furnished  to  transients  by  any  hotel,  inn,  tourist 
camp,  tourist  cabin,  or  any  other  place  in  which  rooms, 
lodgings,  or  accommodations  are  regularly  furnished  to 
transients,  and  (B)  food  or  drink  served,  prepared  for 
immediate  consumption,  or  sold  as  described  in  section 
ll^(a)(l);  and 
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1  "(3)   the  rate  of  tax  shall  be  H   per  centum  of  the 

2  gross  receipts  from  sales  of  (A)  splritous  or  malt  liquors, 

3  beer,  and  wines,  and  (B)  food  or  drink  served,  prepared 

4  for  immediate  consumption,  or  sold  as  described  in  section 
lli|(a)(l)." 

5  (6)   Subsection  127  of  such  Act  (D  .C .  Code,  sec .  47-2604)  is 

6  emended  to  read  as  follows: 

7  "Rote  of  Tax  to  be  Collected  by  Vendor 

8  "Sec.  127.    For  the  purpose  of  collecting  his  reimbursement  as 

9  provided  in  section  126  of  this  title  insofar  as  it  can  be  done  and  yet 

10  eliminate  the  fractions  of  a  cent,  the  vendor  shall  add  to  the  sales  price 

1 1  and  collect  from  the  purchaser  such  amounts  as  may  be  prescribed  by 

12  the  Council  of  the  District  of  Columbia  to  carry  out  the  purposes  of  this 

13  section." 

14  (7)   Section  238(a)  of  such  Act  (D  .C  .  Code,  Sec .  47-2605(a)) 

15  is  amended  by  inserting  "whether  or  not"  after  "drugs". 
16 

,7  Sec .  302.    The  District  of  Columbia  Use  Tax  Act  is  amended  as 
follows: 

18  (1)   Paragraph  (5)  of  section  201(a)  of  such  Act  (D  .C  .  Code, 

19  sec.  47-2701  (a)(5))  is  amended  by  inserting  ",as  described  in  section 

20  114(a)(1)  of  title  I  of  this  Act/'  immediately  after  "consideration". 
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(2)  Section  212  of  Mich  Act  (D.  C .  Code,  loc.  47-'Z702)  is  omcnded 
by  (A)  strJk^fig  out  paragraph  0)l  (B)  wdeilgnotlng  porogroph  (2)  ai  porogroph 
(1);  ond  (C)  redeiignotlng  porogroph  Q}  ai  paragraph  (2),  ond  by  omendmg 
fubporogfoph  (B)  theretn  to  reod  os  follow^: 

^^(B)  food  or  drink  served,  prepared  for  ifnmediale  cgmumpKoiii  or  sole  as 
described  in  section  1  U(o)(1)  of  title  I  of  this  Act/^ 
TITLE  IV    --    CIGARETTE   TAX 

Sec  .401.    Section  603  of  the  Driirkt  of  Columbia  Clooretle  Tax 

Act  (D.C.  Code,  lec .  47-2802)  h  amended  by  iHkifig  out  "6  cer^ts"  and 

inserting  in  lieu  thereof  "10  cents". 

TITLE  V    "   AMENDMENTS  TO  PROVrSlONS 
IMPOSING  A  TAX  ON  FINANCIAL 
INSTITUTIONS,  GUARANTY 
COMPANIES,        AND 
PUBLIC    UTILITIES 

Sec ,    501 .  ( a  jSectfon  6  of  the  Act  entitled  '*An  Act  making 

appropriations  to  provide  for  expenses  of  the  government  of  the  District 

of  Columbia  for  the  fTscot  year  ending  Jurte  thirtieth,  nineteen  himdred  and 
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1-Kree,  and  for  other  purposes",  approved  July  1,  1902  (DX .  Code,  sec< 
^-1701  ct  seq.)*  's  omervded  as  follows: 

(1)  Poragroph  (5)  of  sueK  sacHofi  6    {DX  *  Code,  sec.  47-1701) 
is  amended  by  striking  out  "5  per  centum"  and  fnseiting  In  Meu  thereof  "6 
per  centum  ** , 

(2)  Porogrc^h  6  of  such  jectlm  6  (D  X  ,  Code,  sec  .  47- 1702)  Is  amended 
by  striking  out  "one  and  one-half    per  centuit^'and  Inserting  In  fleu  thereof 
"three  pw*  cftntuwi", 

(3)  The  tost  sentence  of  poragroph  ^)  of  such  sectfcn  6  (D  X  *  Corfe, 
sec.  4?- 1703)  is  omejided  by  striking  out  *'fbur  per  centum  per  onnum'*  ond 
Inserting  in  lieu  theteof  Wx  per  cenhim  per  onnum". 

(4)  Poragroph  9  of  such  sectlotr  6  (OX  .  Code,  sec  .  47-17CW)  Is 
qmende^f  by  striking  out  "two  per  centum  per  cnnum"  and  Inserting  in  lieu 
thereof  "three  per  centum  per  onnum" . 

(b)  Paragraph  15  of   section  8  of  the  Act  of 
March  k^    1913  (D.C.  Code,  aec.  ^3-315)  (relating  to 
public  utilities  in  the  District  of  Columbia)  Is  amended 
by  dealgnatlng  the  existing  material  of  such  paragraph 
as  "(a)*'  and  Inserting  at  the  end  thereof  the  following: 


*l 
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1  "(b)   Notwithstanding  any  other  provision  of 

2  law,  any  public  utility  subject  to  the  tax  levied  under 

3  the  last  sentence  of  paragraph  (7)  of  section  6  of  the 
l\  Act  entitled  *An  Act  making  appropriations  to  provide 

5  for  expenses  of  the  government  of  the  District  of  Col- 

6  umbla  for  the  fiscal  year  ending  June  thirtieth, 

7  nineteen  hundred  and  three,  and  for  other  purposes', 

8  approved  July  1,  1902  (D.C.  Code,  sec.  ^7-1703) 

9  shall  indicate  on  each  bill  sent  to  any  user  in  the 

10  District  of  Columbia  the  amount  of  such  bill  attrib- 

11  utable  to  such  tax,  and  the  amount  of  such  bill 

12  attributable  to  any  Federal  tax  levied  on  such  public 

13  utility."       .  . 
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I  TITLE  VI   —  AMENDMENTS  TO  DISTRICT  OF  COLUMBIA 

INCOME  AND  FRANCHISE  TAX  ACT  OF  1947 
2 

Sec .  601 .   The  District  of  Columbia  Income  and  Franchise  Tax 

3  Act  of  1947  (D.C.  Code,  sec  ..47-1501  et  seq.)  is  amended  as  follows: 

4  (1)  Paragrcph  (u)  of  section  4  of  Title  I  of  such  Act  (D  .C .  Code  sec . 

5  47-1551c(u))  is  amended  to  read  as  follows: 

6  "(u)   The  term  'dependent'  means  a  dependent  as  defined  in 

7  section  152  of  the  Internal  Revenue  Code  of  1954." 

8  (2)   The  last  sentence  of  paragraph  (v)  of  jection  4  of  Title  I  of  such  Act 

9  (D.C.  Code,  sec.  47-1551c(v))  is  repealed. 

10  (3)   The  commencing  phrase  in  section  1  of  Title  II  of  such  Act' 

II  (D  .C  .Code,  sec .  47-1554)  is  amended  to  read  as  follows: 

12  "The  following  organizations  shall  be  exempt  from  tax- 

13  ation  under  this  article,  except  to  the  extent  that  such  organizations 

14  have  unrelated  business  taxable  income  subject  to  tax  under  section 

15  51 1  of  the  Internal  Revenue  Code  of  1954,  in  which  event  such 

16  organizations  shall  be  subject  to  tax  under  this  article  on  said  unrelated 

17  business  taxable  Income: " 

18  (4)   Subsection  (b)  of  section  2  of  Title  III  pf  such  Act  (D.C .  Code, 

19  sec.  47- 1557a)  Is  amended  by  odding  at  the  end  thereof  the  following  new 

20  paragraph: 
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1  "(18)   Unemployment  Compensation  -  Payments  received 

2  by  an  individual  from  the  District  of  Columbia  Unemployment 

3  Compensation  Board  or  a  similar  State  agency  for  those  periods 

4  during  which  he  is  unemployed." 

^  (5)   The  paragraph  ( 16)  (entitled  "Real  Estate  Investment  Tmsts.") 

6  of  section  3(a)  of  Title  III  of  such  Act  (DX .  Code,  sec .  47-1557b(a)(16)),  is 

7  renumbered  as  paragraph  (17). 

8  (6)   Subsection  (a)  of  section  3  of  Title  III  of  such  Act  (D  .C .  Code, 

9  sec.  47-1557b(a))  is  amended  by  adding  at  the  end  thereof  a  new  paragraph 

10  as  follows: 

11  "(18)   Household  and  Dependent  Care  Services  -  To  the 

12  same  extent  that  such  amount  is  deductible  under  section  214  of 

13  the  Internal  Revenue  Code  of  1954,  any  amount  expended  by  an 

1  4  individual  for  household  and  dependent  care  services  necessary  for 

15  gainful  employment;  Provided,  however,  that  the  requirement  of 

16  section  214  of  the  Internal  Revenue  Code  of  1954  that  married  couples 

17  must  file  a  single  return  jointly  shall  noti>e  applicable." 

18  (7)   Section  3(a)(3)(B)  of  Title  III  of  such  Act  (^  .C .  Code,  sec . 

19  47-1557b(a)(3)(B))  is  amended  to  read  as'  follows: 

20  "(B)   franchise  taxes  imposed  by  this  article,  except  the  tax  on 

21  gross  receipts  imposed  by  Title  XVII  of  this  article;" . 
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(8)    Paragraphs  (o)  and  (b)  of  section  2  of  Title  V  of  s(jch  Act 
(DX.  Code,  sees,  47-l564o  (a)  and  47-lS64<a(b))  ore  amended 
to  reod  as  follows: 

**(q)    Residents  and  Noneresidenfs*  -  Every  nonresident  of  the 
District  recervmg  mcome  subject  to  tax  under  thU  article  ond  every 
resident  of  the  District^  except  fiduciaries,  when  — 

^'(T)    hTs  gross  income  for  the  taxable  year,  if  singfe,  or 
if  married  ond  no!  livirB  with  husbofid  or  wife,  exceeds  the  personol 
exemption  oulhorTzed  fof  the  taxpayer  as  of  July  1,  1975,  by 
subsectToi   (b)  of  section  151  &f  the  Irrtemol  Revenue  Code  of 
1954;  or 

"(2)   Hh  gross  income  for  the  taxable  year^  if  married 
and  Irving  with  husband  or  wife,  exceeds  the  combined  omount  of 
the  per^ono!  exempt! of>s  outhori^ed  for  the  taxpayer  and  the  spouse 
of  the  taxpayer  as  of  July  1,  1975,  by  (ubtection  (b)  of  section 
151  of  the  In  tern  at  Rever^ue  Code  of  1S54;  or 

"(3)    hk  gross  nles  or  gross  receipts  from  any  trade  or 
business  other  thon  an  ur> incorporated  business  subject  to  tax  under 
t  i  tl  e  V I N  of  th  i  s  art  ic  le ,  exc  eeds'^  $  5 ,  000 ,  regord  I  e$s  o  f  the  omau  nt 
of  his  gross  income;  or 
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"(4)    ffie  combined  gross  income  for  fhe  toxobfe  year  of  a 
Husband  and  wife  fiving  together  exceeds  the  combined  amount  of 
the  persona)  exemptions  aufh*  rized  as  of  July  1 ,  1975,  for  the  tax- 
payer and  the  spouse  of  the  taxpayer  by  subsection  (b)  of  section  T51 
of  the  Internal  Revenue  Code  of  1954,  or  the  combined  gross  soles 
or  gross  receipts  from  any  trode  or  bustnesSf  other  thon  an  unincorporated 
business  subfect  to  tax  under  title  VIII  of  this  orticle,  exceeds  $5,000, 
regardless  of  the  amount  of  their  gross  Income* 

"(b)  Fiduciaries.  -  Every  fiduciary  (except o  receiver  appointed 
by  authority  of  low  in  po^ession  of  orily  part  of  the  property  of  on 
individual)  for  — 

"(1)   every  individual  if  smgle,  or  if  married  and  not  living 
with  husbard  or  wife,  for  whom  he  acts  having  a  gross  income  for  the 
taxable  yeor  in  excess  of  the  amount  of  his  personal  exemption  as 
authorized  for  the  taxpayer  os  of  July  1,   1975,  by  subsection  (b) 
of  section  151  of  the  Intemol  Revenue  Code  of  1954; 

"(2)   every  Individual,  if  married  and  living  with  husband  or 
wife,  for  whom  he  acts  having  a  gross  lncofi>e  for  the  taxoblo  yeor  In 
excess  of  their  personal  exemptions  as  authorized  for  the  taxpayer  as 
of  July  1i  1975,  by  subsection  (b)  of  section  151  of  the  Internal 
Revenue  Code  of  1954; 
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1  "(3)   every  estate  for  which  he  acts,  the  gross  income  of 

2  which  for  the  taxable  year  is  in  excess  of  its  personal  exemption, 

3  which  is  equivalent  to  the  personal  exemption  authorized  for  an 

4  individual  as  of  July  1,  1975,  by  subsection  (b)  of  section  151 

5  of  the  Internal  Revenue  Code  of  1954;  or 

6  "(4)   every  trust  for  which  he  acts,  the  gross  income  of 

which  for  the  taxable  year  is  $100  or  over." 

7  (9)   Section  2  of  Title  VI  of  such  Act  (D  .C .  Code,  sec .  47- 1567a) 

8  is  amended  to  read  as  follows: 

9  "Sec.  2.    Personal  Exemptions  -  (a)(1)  There  shall  be  allowed  to 

10  residents  the  same  deductions  for  persona  I  exemptions  as  are  allowed  as  of 

1 1  July  1,  1975,  under  section  151  of  the  Internal  Revenue  Code  of  1954. 

12  "(2)   A  taxpayer  who  qualifies  as  head  of  a  family  shall  be  allowed 

13  a  personal  exemption  in  an  amount  which  is  twice  the  amount  allowed  the 

14  taxpayer  as  of  July  1,   1975,  by  subsection  (b)  of  section  151  of  the  Internal 

15  Revenue  Code  of  1954. 

16  ^*(b)    In  the  case  of  a  return  made  for  a  fractional  part  of  a  taxable 

17  year,  the  personal  exemptions  shall  be  reduced  to  amounts  which  bear  the 

18  same  ratio  to  the  full  exemptions  provided  as  the  number  of  months  in  the 

19  period  for  which  the  return  is  mode  bears  to  twelve  months  ." 
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1  (10)  Subsection  4(b)  of  Title  VI  of  such  Act  (D  .C .  Code,  sec .  47- 

2  1567b(b)(1)  is  amended  to  read  os  follows: 

^  "(l)   In  applying  such  table  the  taxpayer's  marital  status  oi^  the 

4  lost  day  of  the  taxable  year  shall  control . " 

5  (11)  Section  6  of  Title  VI  of  such  Act  p.C.  Code,  sec.  47-1567e) 

6  is  repealed . 

7  Sec .  602.    The  Mayor  of  the  District  of  Columbia  shall,  within  six 

8  months  after  the  effective  date  of  this  section,  submit  to  the  Finance  and  Revenue 
^  Committee  of  the  Council  of  the  District  of  Columbia  and  to  the  District  of 

^0  Col  umbia  Auditor,  a  report  which  shall  analyze  the  total  Impact  of  all 

1  ^  District  of  Columbia  taxes  (including  the  gross  receipts  tax  imposed  by  the 

12  amendment  made  by  title  VII)  and  user  charges.    This  report  shall  set  forth 

13  all  information  which  the  Mayor  deems  useful  to  a  full  understanding  of  the 

14  impact  of  the  tax  structure.    It  shall  specifically  set  forth  the  Impact  and 
1^  revenue  of  all  taxes,  as  a  sum,  on  individual  residents  groupedi>y  Income 

16  class  and  family  status,  (Including  unmarried,  married,  single  porent,  retired, 

1^  and  such  other  classification  os  ore  appropriate).   The  same  analysis  shall  be 

1^  given  for  each  separate  tax  on  individuals.    Such  onqlysis  shall  Include  con- 

1^  siderotion  of  business  taxes  and  charges  likely  to  be  passed  on  to  consumers. 

^  The  report  shall  also  set  forth  the  Impact  and  revenue  of  each  tax  on  commercial 

21  and  professional  activity  and  on  businesses  grouped  by  type  and  size  of  business 
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1  "(1)   Pood,  as  that  term  was  defined 

2  in  section  107  of  the  District  of  Columbia 

3  Sales  Tax  Act  Immediately  prior  to  the 

4  effective  date  of  the  District  of  Columbia 

5  Revenue  Act  of  1975  whether  sold  at  retial 

6  or  wholesale. 

y  "(2)   Prescription  and  non-prescription  drugs. 

3  "(3)   Gross  receipts  from  the  rental  of  residential  properties 

Q  for  the  purpose  of  residential  occupancy  and  use . 

]<  0  "(c)   Exclusions.  -  (1)  Except  as  provided  in  paragraph  (2),  for  the 

■]^1  purpose  of  this  title,  far  a  full  taxable  year  consisting  of  twelve  months,  there 

■^2  sholl  be  excluded  from  gross  receipts  subject  to  tax  under  this  title  the  amount 

12  of  $260,000  or  10  percent  of  such  gross  receipts,  whichever  is  greater.    For 

1l\  any  period  less  than  a  full  taxable  year  there  shoil  be  excluded  from  gross 

l^  receipts  subject  to  tax  under  this  title  10  percent  of  the  actual  gross  receipts 

15  or  $5000  per  week  or  fractions  thereof,  whichever  is  greater.    If  the 

17  gross  receipts  do  not  exceed  $260,000  for  a  full  taxable  year,  or  $5000  a  week 

18  or  part  thereof  for  any  period  less  than  a  full  taxable  year,  no  return  of  gross 

19  receipts  shall  be  required  for  the  purposes  of  the  tax  Imposed  on  gross  receipts 

20  by  this  title. 

21  "(2)   In  the  case  df  those  individuals  who  are  exempt  from  the  tax  on 

22  unincorporated  businesses  according  to  the  provisions  of  the  lost  sentence 

23  of  section  1  of  title  Vlil  (D.C.  Code,  sec.  47-1574),  there  shall  be  excluded 
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1  from  gross  receipts  subject  to  tax  under  this  title  the  amount  of  $26,000  or  10 

2  percent  of  such  gross  receipts,  whichever  is  greater.    For  any  period  less  than  a 

3  full  taxable  year  there  shall  be  excluded  from  gross  receipts  subject  to  tax  under 
^  this  title  10  percent  of  the  actual  gross  receipts  or  $500  per  week  or  fractiore 

^  thereof,  whichever  is  greater.    If  the  grots  receipts  do  not  exceed  $26,000  for 

6  a  full  taxable  year,  or  $500  a  week  or  port  thereof  for  any  period  less  than  a  full 

7  taxable  year,  no  return  of  gro«s  roeoipts  sholl  be  required  for  the  purposes  of 

8  the  tcrx  imposed  on  grots  rteoipts^y  thb  titlo. 

9  "(d)   By  ^lom  Poydblo.   -  TKo  fox  Imposed  under  this  title  shall  be 

10  payable  by  those  persons  or  Indtvlduob  llbblo  for  the  toxes  Imposed  under  titles 

1 1  VII  and  VIII  of  this  article,  without  regard  to  the  exclusion  specified  in  the 

1 2  lost  sentence  of  section  1  of  title  Vlll  of  this  article . 

13  "Sec.  2.    Definitions.  -  (a)  >M)erever  the  words  'gross  receipts'  shall 

14  appear  in  this  article  they  shoir moot; 

15  **(!)  The  gross  omounts  received  or  accrued  from  any  trade  or  business 

16  in  the  District,  Including  cosh,  credits,  and  property  of  any  kind  or  nature, 

17  without  any  deduction  therefrom  (except  as  otherwise  provided  in  this  section) 

18  on  account  of  the  cost  of  the  property  sold,  or  the  cost  of  materials,  labor,  or 

19  services,  or  other  costs,  or  interest  or  discount  paid,  or  any  expense  whatsoever. 
^  "(2)  The  gross  interest,  discount  or  commission,  or  other  gross  amounts 

21  earned  or  accrued   or  resulting  from  financial  transactions  involving 

22  the  sale  of  notes,  stocks,  bonds,  or  other  securities,  or  the  loan,  collection 

23  or  advance  of  money,  or  the  discounting  of  notes,  bills,  or  other  evidences  of 

24  debt. 
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1  "(3)  The  gross  amount  of  commissions  or  gross  fees  received 

2  or  accrued  hy  brokers,  commission  merchants,  attorne/s-in-fact  or  other 

3  agents. 

4  "(4)  The  gross  amount  of  commissions  or  gross  fees,  the  gross 

5  troding    profit  on  securities  bought  or  sold,  ortd  the  gross  interest  income  an 

6  marginal  accounts  from  business  done  or  arising  in  the  Dishrist  received  or 

7  accrued  by  brokers  dealing  in  stocks,  bonds  and  other  securities  or  commodities . 

8  "(5)  The  gross  amounts  received  or  accrued  by  contractors,  less  amounts 

9  paid  or  due  to  be  paid  to  subcontractors  who  furnish  (A)  labor  and  materials 

10  combined,  or  (B)  solely  labor,  but  only  to  the  exent  that  such  amounts  so  deducted 

1 1  by  such  contractors  are  includable  in  the  gross  receipts  of  subcontractors  subject 

12  to  tax  under  this  title .      For  the  purpose  of  this  subsection,  the  words 

13  'contractor'  and  'subcontractor'  mean  any  person  engaged  in  the  business 
1^  of  erecting  structures,  or  building  on,  or  otherwise  improving,  altering,  or 

1^  repairing  real  property.   The  word  'subcontractor'  does  not  include  any  person 

16  furnishing  materials  only  or  rental  equipment  only. 

17  "(6)  The  gross  amounts  received  or  accrued  from  the  renditloi  of 
13  any  professional  or  personal  services  within  the  Disttict. 
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1  "(7)   In  the  COM  of  the  sale  of  a  copltol  asset  only  the  gross  amount 

2  of  the  gain  realized  on  such  sole. 

3  "Ob)  The  term  'sole  for  resole'  means  the  gross  receipts  derived  from 

4  all  soles  of  tangible  personal  property  so  transferred  In  the  form  In  which  the 

5  some  Is  or  Is  to  be  received  by  him,  or  to  use  or  Incorporate  the  property 

6  so  transferred  as  a  material  or  port  of  other  tangible  personal  property  to  be 

7  produced  for  sale  by  manufacturing,  assembling,  processing,  or  refining; 

8  and  soles  of  services  rendered  to  a  purchaser  who  will  resell  or  reblll  the 

9  services  In  the  some  form  as  rendered  or  as  port  of  additional  services  rendered 

10  or  sold,  or  In  conjunction  with  property  sold. 

11  "Sec.  3.    Exemptions.    In  addition  to  the  exemptions  contained  in 

12  trtle  ii  of  this  article,  and  section  1(b)  of  this  title,  any  public  utility  company 

1 3  subject  to  a  tax  on  gross  receipts  as  provided  by  porogrqph  5  of  sectioi  6  of 

14  the  Act  entitled  'An  Act  making  appropriation  to  provide  for  expenses  of  the 

15  government  of  the  District  of  Columbia  for  the  fiscal  year  ending  June 

16  thirtieth,  nineteen  hurklred  and  three,  and  for  other  purposes' /approved  July  1, 

17  1902    (D.C.CodOr  sec.  47-1701)  shall  be  exempt  from  the  tax  Imposed  engross 

18  receipts  by  this  title. 


Digitized  by 


Google 


422 


-24- 


1  "Sec.  4.    WagesNof  Taxed.  -   Nothing  contained  in  this  title  or  in  title 

2  Vill  of  this  article  shall  be  construed  to  include  as  gross  receipts  any  amounts 

3  received  as  wages  by  on  employee  from  an  employer.    For  the  purposes  of  this 

4  section  the  term  wages  means  all  remuneration  (other  than  fees  paid  to  a 

5  public  official)  for  services  performed  by  on  employee  for  his  employer, 

6  including  the  cash  value  of  all  remuneration  paid  in  any  medium  other  than 

7  cash. 

8  "Sec.  5.   Credits.  —   Any  credits  included  by  a  taxpayer  in  a  prior 
9  return  of  gross  receipts  which  shall  not  have  been  collected  during  the  period 

10  s  ince  the  filing  of  the  return  in  which  the  credit  was  included  may  be  deducted 

1 1  from  the  gross  receipts  covered  by  the  subsequent  rietum:   Provided,  however, 

12  That  if  such  credit  shall  be  oslUcted  during  a  succeeding  taxable  period, 

13  such  item  shall  be  included  in  the  return  of  gross  receipts  for  such 

1 4  s  ucceeding  taxable  period . " 
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1  Sec.  702. (a)   Section  1  of  title  X  of  the  District  of  Columbia 

2  Income  and  Franchise  Tdx  Act  of  1947  (D .C .  Code,  sac.  47-1580)  is  amended 
^  by  inserting  Immediately  before  ":  Provided  further,"  the  following: 

^  ";  and  the  measure  of  the  gross  receipts  tax  imposed  by  article  XVII  shall 

^  be  that  portion  of  the  gross  receipts  of  the  corporation  and  unincorporated 

^  business  (without  regard  to  the  last  sentence  of  section  1  of  title  VIII)  as  is 

^  fairly  attributable  to  any  trade  or  business  carried  on  or  engaged  in  within 

^  the  District  and  such  other  gross  receipts  as  are  derived  from  sources  within 

9  the  District"  . 

10  (b)   Section  2  of  Title  X  of  such  Act  (D.C. Code,  sec.  47- 1580a) 

11  is  amended  fo  read  as  follows: 

12  "Sec.  2.    The  entire  net  income  or  gross  receipts  of  any  corporation 

I  ^  or  unincorporated  business,  derived  from  any  trade  or  business  carried  on  or 

1  ^  engaged  in  wholly  within  the  District  shall,  for  the  purposes  of  this  article, 

15  be  deemed  to  be  from  sources  within  the  District,  and  shall,  along  with  other 

1^  income  or  gross  receipts  from  sources  within  the  District,  be  allocated  to 

1^  the  District.    If  the  trade  or  business  of  any  corporation  or  unincorporated 

1^  business  is  carried  on  or  engaged  in  both  within  and  without  the  District, 

1^  the  net  income  or  gross  receipts  derived  therefrom  shall,  for  the  purposes   of  this 

20  article,  be  deemed  to  bo  income  or  gross  receipts  from  sources  within  and  without 
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1  the  District.    Where  the  net  income  or  gross  receipts  of  o  corporation 

2  or  unincorporated  business  is  derived  from  sources  l^oth  within^  ond  without 

3  the  District,  the  portion  thereof  subject  to  tax  under  this  article  shall 

4  be  determined  under  regulation  or  regulations  prescribed  by  the  Council 

5  of  the  District  of  Columbia.    The  Mayor  of  the  District  of  Columbia  is 

6  authorized  to  employ  any  formula  or  formulas  provided  in  any  regulation 

7  or  regulations  prescribed  by  the  Council  under  this  orticle  which,  in  his 

8  opinion,  should  be  applied  in  order  to  properly  determine  the  net  income 

9  or  gross  receipts  of  any  corporation  or  unincorporated  business  subject  to 

10  tax  under  this  article." 

11  Sec .  703(a)   Paragraph  (1)  of  subsection  (a)  of  section  10  of  title 

12  Xil  of  the  District  6f  Columbia  Income  and  Franchise  Tox  Act  of  1947  (D  .C . 
f?                 Code,  sec.  47 -15861  (a)(1))  is  omended  by  striking  out  "tneome". 

1^  (b)   Paragraph  (2)  of  subsection  (a)  of  section  10  of  title  XII  of  such 

15  Act  (D.C.  Code,  sec.  47- 15861  (a)(1))  is  amended  by  inserting  "or  gross  receipts" 

16  immediately  af^er  "income". 

17  (c)   Paragraph  (3)  of  subsection  (a)  of  section  10  of  title   XII  of  such 

18  Act  (D  .C .  Code,  sec .  47- 15861  (a) (3))  Is  amended  by  inserting  "or  gross 

19  receipts"  immediately  after  "gross  Income"  wherever  they  appear. 
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1  (d)   Section  10(d)  of  title  XII  of  such  Act  (D.C.  Code,  sec. 

2  47-1586i)  is  amended  by  striking  out  "income". 

3  (e)   Section  11(a)  of  title  XII  of  such  Act  (D.C.  Code,  sec.  47-1586}) 

4  is  amended  by  striking  out  "income  or  franchise". 

5  (f)   Section  12  of  title  XII  of  such  Act  (D.C.  Code,  sec.  47-1586k) 

6  is  amended  by  striking  out  "income" . 

7  (g)   Section  14  of  title  XII  of  such  Act  (D.C.  Code,  9ec.  47-15861-1) 

8  is  amended  by  (1)  striking  out  "franchise"  wherever  it  appears,  and  (2) 

9  amending  the  lost  sentence  of  subsection  (a)  thereof  to  read  as  follows: 

10  "Such  declaration  of  estimated  tax  shall  include  the  amount  of  tax 

1 1  estimated  to  be  due  under  the  provisi9ns   of  tttles  VII,  VIII,  and  XVII." . 

12  (h)   Section  2  of  title  V  of  such  Act  p  .C .  Code,  sec .  47-1564a)  is 

13  amended  by  inserting  at  the  end  thereof  the  following: 

14  "ti)   Gross  Receipts  Tax  Returns  -  Every  person  and  individual  subject 

15  to  the  tax  imposed  by  title  XVII  of  this  article,  regardless  of  whether  such 

16  person  or  iruJividual  owes  any  such  tax.    There  shall  be  Included  in  such 

17  returns  such  Information  as  the  Mayor  of  the  District  of  Columbia  requires" 
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1  TITLE  VIII   —   WATER  SERVICE  RATES 

2  Sec.  801 .  (a)   Water  and  Water  Service  Rates  and  Charges.  - 
3  Notwithstanding  any  other  provision  of  law  or  regulation,  the  following 

4  rates  and  charges  shall  be  applicable  for  water  and  water  services  rendered  on  or 

5  after  July  1,  1975: 

6  (1)   Rates  and  Charges  for  Metered  Ser^ces.  -  The  minimum  rate 

7  for  water  furnished  any  premises  through  a  metered  service  shall  be  $8.75 

8  seminannuolly  for  the  use  of  up  to  3,600  cubic  feet  of  water,  payable  in 

9  advance  and  for  water  furnished  during  such  period  in  excess  of  that  quantity 

10  the  rate  shall  be  thirty  cents  per  one  hundred  cubic  feet  of  water. 

1 1  (2)   Rates  and  Charges  for  Unmetered  Service . 

12  (A)   Domestic  Use  —  The  rate  for  domestic  purposes  shall  be 
1  3  charged  according  to  stories  and  front  feet.    On  all  buildings  two  stories 

14  high  or  less,  with  a  front  width  of  sixteen  feet  or  less,  a  semi-annual  flat  rate 

1 5  of  $10.43  will  be  charged  and  for  each  additional  front  foot  or  fraction 

16  thereof,  greater  than  one-half,  sixty-six  cents.    For  each  additional  story 

17  or  part  thereof,  one-third  of  the  charges  as  computed  in  the  preceding 

18  sentence  will  be  added.    When  the  footage  of  a  building  is  greater  than  the 

19  depth,  the  rate  will  be  based  upon  the  lesser  dimension. 
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1  (B)   Business  Use  -  Where  a  dwelling  house  or  other 

2  building  Is  occupied  for  business  purposes,  the  regular  semi-annual  charge 

3  for  domestic  purposes  computed  according  to  paragraph  (A)  shall  be  made 

4  and,  in  addition  thereto,  a  special  business  rate  will  be  charged  semi- 

5  annually  based  on  the  following: 

6  (i )    Fixtures  in  Business  Houses  -  $7.34  each  fixture 

7  (Code  12) 

8  (ii)   Apartments  -  $10.42  each  (Code  30) 

9  (iii)   Miscellaneous  Usage  -  $  .59  to  $26.47  (Code  31) 

10  Where  a  story  is  used  entirely  for  business  purposes,  it  will  not  be 

1 1  reckoned  in  the  charge  for  domestic  purposes. 

12  (b)   Sanitary  Sewer  Service  Rates  and  Charges.  -  The  charge  for 

13  sanitary  sewer  service  furnished  any  premises  in  the  District  of  Columbia 

14  shall  be  90  per  centum  of  the  charge  for  water  or  water  service 

15  furnished  any  such  premises  from  the  District  of  Columbia  Water  Supply 

16  System  and  shall  be  collected  in  the  same  manner  and  at  the  same  time  as 

17  water  charges  are  collected.    When  water  is  supplied  any  such  premises  from  a 

18  source  or  sources  other  than  the  District  of  Columbia  Wotcfr  Supply  System,  the 

19  charge  for  sanitary  sewer  service  shall  be  the  same  in  amount  as  would  be  charged 
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1  if  the  same  quontity  of  water  were  furnished  such  premises  from  th«  Oistrict 

2  of  Columbia  Water  Supply  System  through  metered  service.   The  sanitary  sewer 

3  charge  shall  be  added  os  a  separate  item  on  the  bill,  if  any,  for  water 

4  and  water  service  furnished  such  premises. 

5  (c)   Payment  of  Rates  and  Charges.  -  All  rates  for  water  and  water 

6  service  and  the  charges  for  sanitary  sewer  service  hereby  established  shall  be 

7  payable  at  least  once  semiannually.   When  the  computation  of  the  amount 

8  of  ony  bill  for  any  df  such  services  results  In  a  fraction  of  one-half  cent  or 

9  more,  the  next  highest  amount  not  containing  a  fraction  shall  be  charged. 

10  Sec .  802.    Penalties.  -  The  pendttes  to  be  Imposed  far  failure  to 

1 1  pay  bills  for  water  and  sewer  service  ofter  the  expiration  of  thirty  days  from 

12  the  dote  of  rendition  thereof,  and  the  payment  of  any  eotts  incurred  by  the 

13  District  of  Columbia  in  connection  with  discontinuing  and  restoring  the  water 

14  supply  to  any  premises,  shall  be  as  provided  by  sections  102  and  210  of  the 

15  District  of  Columbia  Public  Works  Act  of  1954  (D.C.Code,  sees.  43-1521a, 

16  43-1609). 

17  Sec.  803.   Change  of  Ownership  or  Occupancy.  -  Any  person  who 

18  desires  a  statement  of  the  account  of  any  water  or  sewer  service  chorge  to  the  dc 
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of  th«  ocquUftion  of  dn/  premTses  thai  I  moke  o  written  request  lo  the  Water 
ReSfstrar  on  or  before  the  dote  of  such  ocqui»ition,  except  that  the  outhorlty 
to  enforce  poyment  of  woter  ond  sewer  sen/ke  charges  by  shutting  off  the 
water  jgpply  or  b^  refusing  to  restore  the  water  supply  may  be  o5?ercised 
without  regard  to  any  change  of  ownership  or  occuponcy  of  any  such  preitiliei. 
The  Water  Regtstror  sholl  hove  access  to  oil  premises  furnished  water  or 
sewer  service,  ond  if  Qny  such  premises  is  vacant,  ony  request  for  a  statement 
of  occount  shall  contoin     o  fixed  time  of  which  o  representative  of  the 
Water  Reglitror  may  obtom  occe«s, 

804.    By  September  B,    1975,  the  Mayor  of  the  DTslrJct  of 
Columbia  shall  submit  to  the  Council  of  the  District  of  Columbia  a  water 
rote  tfrtcture  which  shall  -  - 

(a)  continue  the  Zncre<srng  price  rote  structure  contofned 
In  this  title  whereby  per  unit  wofer  rotes  increase  with  increosed 
consumption; 

(b)  o  plorv  to  provide  for  o  low  minimum  bill  for  water  ust^e 
af  S2.69  for  the  first  V^ 200  cubic  feet  of  water  used; 

{c)   provide  a  scheme  whererby  reil<*ents  of  mu I ti- family 
units  will  benefit  on  on  equal  basts  with  residbnts  of  single-family 
vnits  In  the  low-mlnimum  water  usage  rotes;  and 

(d)   provide  detailed  subitont lotion  for  the  rol«  stryelure. 
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1  The  structure,  plan,  and  scheme  submitted  by  the  Mayor  under  this  section 

2  shall  be  designed  to  make  no  change  {n  the  amount  of  revenue  derived  from  the 

3  %vater  rotes  and  sewof  service  charges,  and  shall  not  take  effect  unless 

4  implemented  by  further  action  of  the  Council . 

5  805 .   The  %vater  rotes  and  sewer  service  char  ge  contained  In  this 

6  title,  to  be  effective  July  1,  1975,  shall  termlnote  on  November  4,  1975,  unless  ' 

7  (1)  the  Mayor  of  the  District  of  Columbia  submits  to  the 

8  Council  of  the  District  of  Columbia,  by  September  8,  1975,  a  complete 

9  report  substantiating  the  increased  water  rotes  and  sewer  service 

10  charges  OS  necessitated  by  increased  government  costs;  and 

1 1  (2)  the  Council  adopts  a  resolution  (before  November  4, 
1  2  1975)  stating  that  the  Council  concurs  In  the  Mayor's  report. 

13  In  the  event  such  report  Is  not  submitted  to  the 

14  Council  by  September  8,  1975,  or  the  Council  does  not 

15  adopt  such  resolution  by  November  4,  1975,  then  the 

16  water  rates  and  sewer  service  changes  In  effect  on 

17  June  30,  1975  shall  again  be  effective  beginning 

18  November  5,  1975. 
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Sec*  901  4o)    The  orfiendmehts  mode  hy  sections  101,  102,  201,  203, 
301,  and  302  shaN  fake  effect  on  the  first  day  af  the  ftnl  month  w^hTch  begins 
more  than  thirty  days  after  the  day  thii  act  becomes  faw  according  to  the 
provrsbns  of  section  602(c)  of  the  DlitrJcl  of  Columbio  Self- Government  and 
Governmentol  ReorgonizotSon  Act, 

(b)  The  amendment  mode  by  section  401  ihoM  opply  wHh  res|>ect 
to  cigorette  tax  stomps  sold  on  ond  after  fhe  first  day  of  the  firs  J  monKh 

which  begins  more  thon  thirty  doys  ofter  the  doy  this  oct  becomes  low  according 
to  the  provisions  of  section  602(cJ  oF  the  District  of  Columbio  Set f^ Government 
ortd  Governmental  Reorgor^lzation  Act. 

(c)  The  omendrr^nts  mode  hy  section  501  shall  apply  with  respect 
to  gross  receipts  or  gross  earnings  for  eoch  toxoble  yeor  beginning  wfth  the 
toxoble  year  ending  June  30,   1975, 

(d)  The  amendments  mode  by  section  601  shall  apply  with  resj»ect  to 
toicable  yeon  beginning  on  and  after  January  1,   1975. 

(e)  Itie  araendinent  made  by  sectiona  701,  703 1  and  703  shall 
afrply  with  respect  to  gross  receipts  received  or  accrued  osn  and 
after  July  1,  1975.  and  before  June  30,  1976. 

(f)  Title  VIII  shall  tales  effect  on  July  1,  1975- 
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1  (g)   Sections  103,  104,  202,  and  602,  and  title  iX  shall  take 

2  effect  on  the  date  this  act  becomes  taw  according  to  the  provisions  of 

3  section  602(c)  of  the  District  of  Columbia  Self-Govemment  and  Govem- 

4  mental  Reorganization  Act. 

5  902.    If  any  provision  of  this  act,  includ  ng  any  amendment  mode 

6  by  this  act,  or  the  application  thereof  to  any  person  or  circumstance.  Is 

7  held  Invalid,  the  remainder  of  the  act,  Iricluding  the  remaining  amendments,  and 

8  the  application  of  such  provision  to  other  per  sons, or  circumstances  shall 

9  not  be  affected  thereby. 
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III.   COMftlTTEE  REPORT  ON  THE  REVENUE  ACT 
OP  1975;  UPDATED  TO  JULY  11,  1975 


This  section  is  an  amended  Committee  report,  which 
updates  the  April  15 ^  1975  Committee  Report  contained 
in  section  II.  The  primary  feature  of  the  revised 
tax  package  is  the  dropping  of  the  business  privilege 
gross  receipts  tax,  and  its  replacement  with  business 
income  tax  increases. 
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JJJ.  COMMITTEE   REPORT  ON  THE  REVENUE  ACT  OF  19759 
UPDATED  TO  JULY  11,    1975. 

A.      INTRODUCTION 

The  following  is  a  report  of  the  D.C.  City  Council's  Coaadttme 
on  Finance  and  Revenue  on  the  Revenue  Act  of  197 5 ,.  updating  the  report 
submitted  April  15,  1975. 

Section  B  of  this  report  suuMuarizes  all  revisions  made  to  the 
Revenue  Act  from  the  April  15  report  to  the  new  first  reading  of 
June  10,  1975.     These  are  the  major  revisions  to  the  Act,  replacing 
the  business  privilege  gross  receipts  tax  with  corporate  income  tax 
increases,  removing  the  exclusion  of  professionals  from  paying  the 
unincorporated  business  franchise  tax,  and  other  key  revisions. 

Section  C  of  this  amended  report  sunmiarizes  the  relatively 
minor  revisions  from  the  June  10  first  reading  to  the  June  24  final 
reading,  including  revisions  to  the  vending  machine  food  and  drink 
items  sales  tax  and  to  portions  of  the  laundry  and  dry  cleaning 
sales   tax. 

Section  D  of  this  report  sumnaxizes  two  additional  technical 
revisions  made  in  an  amended  second  reading  of  t}*u  Revenue  Act 
on  July  11,  1975.     Those  revisions  involve  the  effective  date  of 
financial  institutions'  and  public  utilities'  gross  earnings/ 
gross  receipts  taxes,  and  elimination  of  a  provision  requiring 
the  euaount  of  the  public  utility  gross  receipts  tax  to  be  placmd 
on  consumers'  bills. 
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B.      NEW  FIRST  READING  OF  JUNE  20,    1975. 

The  primairy  feature  of  this  revised  tax  package  is  elimination 
of  the  business  privilege  gross  receipts  tax  and  a  replacement  of  that 
tax  with  certain  Imsiness  income  tax  increases,  and  a  restoration  of 
the  general  sales  tax  rate  to  its  present  5%  level. 

Attachment.  I  provides  a  summary  of  the  full  revised  tax  package 
(Tax  Package  "B")   as  proposed  by  the  Committee  in  its  June  5,  1975 
meeting  and  as  revised  and  updated  by  the  Committee  and  full  Council 
through  July  11,   1975.     For  comparison  purposes,  other  columns  in 
Attachment  I  are  Present  Revenue  Authority    (the  FY  75  base,   to  which 
the  various  FY  76  tax  packages  are  added),   the  Mayor's  proposed 
$97.8  million  tax  package,  and  the  Committee's  initial  tax  package 
(Tax  Package  "A")   presented  in  April. 

Attachment  II  outlines  "Pros  and  Cons"  of  our  initial  Tax 
Package  "A",  while  Attachment  III  outlines  the  "Pros  and  Cons"  of 
the  revised  Tax  Package  "B". 

After  careful  deliberation  and  full  discussion,   the   Comnittee 
decided  that  the  disadvantages  of  the  gross  receipts  tax  were  so 
overwhelming  as  to  cause  quite  serious  harm  to  the  economic  well- 
being  of  the  city.     The  Committee  was  also  most  respectful  of  the 
analyses  and  comments  of  other  Councilmembers .     The  City  Council 
has  been  nearly  unanimous,  from  the  outset,  in  our  dislike  of  this 
Mayoral^ proposed  tax.     Therefore,   the  Conmdttee  ultimately  decided 
upon  a  tax  package  which  replaces  the  gross  receipts  tax  with  other 
types  of  taxes. 


58-735  O  -  75  -  29 
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Specifically,  following  is  a  sunuoary  of  the  revisions  to  the 
April  15,  1975  Revenue  Act, 

1,     Business  Privilege  Gross  Receipts  Tax.     The   Committee  voted 
to  eliminate  this  tax  in  its  entirety.     It  is  a  discriminatory  tax, 
which  hurts  in  particular  the  high  volume,  low  profit  margin  firms 
which  are  favored  by  D.C.   consumers.     The  tax  is  inflationary,   it  is 
difficult  and  costly  to  administer,  it  hits  the  struggling  firms 
(many  of  which  are  Black-owned  and  operated)   whether  they  are  making 
a  profit  or  not,  and  has  been  abandoned  by  major  municipalities 
(including  D.C.   in  1939  and,  most  recently.  New  York  City)   as 
unworkable.     The  April  15,   1975  Conmittee  Report  discussed  in  detail 
the  critical  problems  involved  with  the  gross  receipts  tax,  and  noted 
the  substantial  reservations  and  objections  of  D.C,   citizens,   tax 
experts,  and  members  of  the  D.C.   business  community. 

Attachment  II  lists  the  major  disadvantages  of  the  business 
privilege  gross  receipts  tax,  as  derived  from  the  earlier  Committee 
Report . 

The  Committee  initially  was  reluctant  to  drop  the  gross 
receipts  tax  in  favor  of  other  business  taxes  because  those  taxes 
would  have  to  be  raised  abruptly,   to  extremely  high  levels,  in  order 
to  gain  sufficient  revenues  to  offset  the  gross  receipts  tax. 
However,  an  initiative  by  major  segments  of  the  D.C.  business 
community  (see  Attachment  IV) ,  whereby  a  suitable  alternative  was 
offered,  provided  the  opportunity  to  propose  the  necessary  increases 
to  the  other  business  taxes. 
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it  into  line  with  the  then^proposed  general  sales  tax  rate  of  4%, 

The  first  year  revenue  decline  would  have  been  about  $3.0  million. 

However,   the  liquor  dealers  have  subsequently  advised  that  such 

a  lowering  of  the  sales  tax  is  not  likely  to  stimulate  substantially 

D.C.   sales  vis~a~vis  suburban  liquor  sales,  and  they  preferred  a 

dropping  of  the  business  privilege  gross  receipts  tax  to  a  lowering 

of  this  alcoholic  beverage  sales  tax. 

Therefore,   the  Committee  voted  to  restore  this  sales  tax  to 

its  present  6%  level. 

VOTE:     In  favor  of  6%  rate:  Mr.  Barry 

Mr.  Dixon 
Mrs.  Shackleton 
Mr.   Wilson 

Opposed:  Rev.  D.  Moore 

4.     Corporate  Income  Tax  Increase   (Permanent)   to  9%.     As  one 

component  of  the  alternative  package  to  the  gross  receipts  tax, 

an  increase  to  this  tax  from  8%  to  9%  was  voted  by  the   Conmittee, 

to  raise  $3.2  million.     The  9%  rate  is  a  permanent  rate,  designed  to 

take  effect  after  expiration  of  point   (5)  below,  in  the  tax  year  1976 

and  thereafter. 

VOTE:     In  favor:  Mr.   Barry 

Mr.   Dixon 
Mrs.   Shackleton 
Mr.   Wilson 

Opposed :     None 

Present:     Rev.   D.  Moore 
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7 .      Unlncoi-por^ted  Business  Ftai^ahise  Tax   (Terttporarjit  to  22%* 
This  i/icrease  keeps   the  tax  on  par  with   the  corporate  Inaonm   tax 
temporary  rate,   and  yields  an  a^dditiansl   $1,6  million.      This  12%  rate 
also  applies  to   the  J 97 5   tax  year  oniy,   sft&r  which  tfte  rate  scheduled 
to  be  9%. 


VOTSi      In  favoj:z 


Mr*   Barry 
Mr,  Dixon 
Rev,   D,   Moore 
Mrs .   Shackl e  t on 
Mr,   Wilson 


Opposed i     None 

8.     Removing  Exclusion  for  Prpfessionals  from  Unincorporated 
Business  Franchise  Tax*     Professionals   (doctors,   dentists f   attorne^iSf 
CPM's,    etc -J  have  been  excluded  from  paying   the  unincorporated 
business  franchise  tax  by  title  VIIT,  sec.   1   of  D,C,    Tax  Act  of 
1947.      ThuSf  profess ionals  have   enjfoyed  speciai  ccja&lderation  In 
D.C*    tax   laws  for  nearly   thirty   years. 

In  attachment  TV  to   this  report f   certain  keg  members  of  the 
D.C.   business  comnunity  suggested  r€saoving  the  exclusion  for  profes^ 
slonals  as  one  of  the   elements  permitting  abandonment  of  the  business 
privdlecte  gross   receipts   tax    Cvhiah  would  ^jso  have  applied   to 
professionals^ .     Since  receipt  of  that  suggestion,   we  have  researched 
thoroughly  this  exclusion  or  "loophole'*  applying  to  professionals, 
and  have  not   found  adequate  reasons  for  its  continuance. 

Most  states  around   the  nation  do  not  have  an  unincorporated 
business  franchise  taxt  and  therefore  are  not  faced  with  the  problt 
of  whether  or  not   to  make  a  special  exception  for  professionals^ 
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The  usual   Btdte  polici^,  nationwide,   is  to  taz  uni/icorporated 
business  income  under  the  individual    (pezsonsl)   income  tax,     Maryland  at^ 
Virginia  bath  have   suc^  a  tax  policy .     Most  states  are  sufficiently 
large,  geographical ly ,  so  that  most  owners  of  unincorporated  businesses 
reside  within  the  state* s  borders.      And  even  when   the  owners  of  an 
unincorporated  business  which  is  located  in  a  state  reside  outside 
the  state* s  borders   (e.g.,  when  an  owner  of  a  Massachusetts  unincorporated 
business  resides  in  Vermont},    the  state* s  tax  laws  typically  perndt 
the  taxation  of  income  earned  within   that  state. 

However f    the  District  is  faced  with  special  problems.      The  city 
is    small  in  land  area,   and  racially  segregated   (de  facto}   in  most 
areas  of  the  city^     Large  numbers  of  persons  have  their  businesses 
in  the  District  but  have  elected  to  reside  in  nearby  suburban  Maryland 
and  Virginia.     Since  professionals   (and  others  who  are  owners  of 
unincorporated  businesses  In  which  more   than  80%  of  gross  income  is 
derived  from  ** personal  services'"  rendered)  are  presently  excluded  from 
patting  the  unincorporated  business  franchise  tax,   the  current  policy 
which  taxes  unincorporated  business  income  under   the  individual 
Inconie   tax  produces  no  revenues  whatever  from  suburban-residing 
owners  and  partners  of  such  unincorporated  businesses.     Such  busine<sses 
—  In  which  in  many  cases  the  owners  make  $100 t QUO  per  year  and  upwards  ^ 
totally  escape  tax  payment  in  the  District,  and   the  burden  must 
Instead  be  borne  by   the  District  and  suburban  residing  "sion-professionals*^ 
who  do  xx>t  benefit  from  this  special   treatment. 


Digitized  by 


Google 


450 


-  9  * 

Removing  the  exclusion  Qf  professionals  from  pstying  this 
unincorporated  basiness  franchise  tax  places  the  doctor,   the 
accountant/    the  dentist  and  the  attornej^  on  the  ver}f  same  basis 
as  the  plunOserf    the  corner  grocery  store  owner,    the  small  reatatii&nt 
proprietor f   the  unincorporated  3 hoe  3 tore  owner. 

During  the  1975  tax  gear   (January  Ir  1975  through  Decajti^er  Jlf 
1975  for  most  Imsinesses} ,   this  tax^  at   the  12%  rate^  will  yield 
approximately  $8,0  million  from  professionals  and  other  "personal 
services"   businesses.      The   tax  is  designed   to  be  reduced   to  a   9% 
rate  in   tax  year  1976  and  beyond. 

It  should   be  noted  that  this  tax  is  based  on  net  inconte 
after  legitimate  business  expenses    (rent,   salaries,  utilities, 
equlpsaent,   etc.},   and  is   therefore  based  on  ability   to  pay* 
This  removal  of  the  exclusion  of  professionals  replaces  the  1%  gross 
receipts  tax,  which  was  not  based  on  ability  to  pay,  since  business 
esipenses  were  not  to  be  considered  in  computing  the  tax.     A  firm 
suffering  a  loss  would  have  had   to  pay   the  1%  gross  receipts  tax, 
while  such  a  firm  will  not  have  to  pay  this  unincorporated  business 
franchise  tax* 

It  should  also  be  noted  that,  under  the  unincorporated 
business  franchise  tax,  before  computing  the  tax  upon  the  taxable 
Income  of  an  unincorporated  business,  a  $5,000  exemption  is  permitted* 
Moreover,   up  to  20%  of  the  taxable  income  mag   be  exempted  for 
salaries    (but  no  more  than  20%) -      These  exemptions  are  then  reported 
urvler  the  individual   income  tax  for  residents  of  the  District   {and 
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af course  produce  no  revenues  for  the  District  with  respect  to  that 
portion  of  the  exaaptlons  attribatahle  to  the  Incomes  of  suburlian- 
residing     cnmers  and  psrtn&rs}  . 

Urwler  present  law,  persons  filing  D^C^  pert^onAl  income  tax 
returns  uka^  exclude  from  their  income  subject  to  svch  tax  ani/  Income 
m^ich  is  subject   to  the  unincorporated  business  tax.      This  exclusion 
remains  In  effect  and,  of  course,  would  be  applicable  to  the  itwome 
of  professionals  }fbo  patf  the  D.C*   personal  income  tax. 

The  unincorporated  business  franchise  tax  will  apply  to  net 

Income  from  business  actixritg  irithln  the  District  only.     The  fair 

portion  of  all  net  Income  which  is  attributable  to  the  District  Is 

computed   (among  other  considerations)   by  means  of  a  three  factor 

formula  based  on   the  relationship  of  District  property,   payroll   and 

sales  to  the  total  property f  pat^roll  amd  sales, 

VOTE:      In  favor i  Hr ,   Barry 

Mr,   Dixon 
Rev.   D.  Moore 
Mrs.   Shackleton 
Mr,   Wilson 

OppoBodi     Mone 

9»      Utility  Sales  Tax  Repeal,      The  present  5%  sales  tax  on 
utility   (electricity,  gas f  phone)  bilZm  is  a  tax  on  a  necessity  of 
life,  ar^  Is  therefore  in  direct  conflict  with  the  taxation  philosophy 
of  the  Committee  members.     This  tax  must  be  repealed  for  all   the  same 
reasons  that  the  food  and  drug  sales   tax  mist  be  repealed.      (See  the 
April  15,  1975  conmlttee  Report  for  furthsr  details^) 

In  the  Ccmd  ttee  meeting  of  June  5,   19? 5  ^   the  effective  date  of 
the  repeal  was  left  open^  pending  determination  of  FIT  76  expenditure  needs. 
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To  raise  a  necessary  $11.5  million  in  revenues,   wftile  still  asaarxBg 
that  the  repeal  talaes  effect  sometime  in  FY  76,   the  Coamattee  bas  voted 
to  set  the  effective  date  of  the  repeal  at  June  1,  1976. 

Fven  though  the  repeal  is  set  for  June   1,  1976,  a  moath  hefare 
the  end  of  the  fiscal  year,   there  will  be  no^  revenue  loss  resulting 
from  this  repeal  on  FY  76.     Sales  tax   returns  are  filed  on  the  ^tweatieth 
day  of  the  month  following  the  mcmth  in  ^Atich  the  sales  %tere  made. 
Therefore,  sales  taxes  will  still  be  collected  by  the  District  oo 
June  1976  utility  bills,  since  such  sales  taxes  will  apply  to  nay  1976 
sales . 

10.  Late  Payment  Penalty.     As  earlier  recommended  by  the  Mayor 
(but  unintentionally  omitted  from  the  previous  Revenue  Aet  version}, 
the  Committee,  by  unanimous  vote,  proposed  that  the  penalty  for  late 
payment  of  corporate,   unincorporated,  and  personal  income  taxes  be 
increased  from  6%  to  9%,  so  as  to  keep  pace  with  rising  int^est  rates. 
The  revenue  yield  from  this  measure  is  negligible. 

11.  "Sole  Purpose  Businesses."     Currently  there  is  a  provision 
in  the  corporate  income  tax  and  unincorporated  business  franchise  tax 
which  excludes  from  tax  payment  those  firms  which  are  located  in  the 
District  for  the  "sole  purpose  of  doing  business  with  the  United  States 
Government" .     For  the  most  pctrt,   this  provision  benefits  lobbyists. 

Our  research  has  turned  up  no.  adequate  reasons  for  continuing 
this  exclusion.     Tax  analysts  differ  on  the  revenue  potential  of 
removing  this  exclusion;  however,  we're  assuming ,'' for  purposes  of 
revenue  estimation,   that  the  revenue  potential  is  negligible. 
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VOTE:      In  fawr: 


Mr .    Sarry 
Mr-    Dijcon 
Rev.    D,   Moore 
Mrs.   Shackleton 
Mr*  Wilson 


Opposed :      None 

The  Coimittee  on  Finance  and  Revenue  was  supported  in 
each  of  the  above  tax  proposals  by  the  full  City  Council . 
C,      SECOND  REAPniG  OF  JUNE   24,    1975 

Tvo  relatively  minor  amendsients   were  made  between  first  reading 
of  Jujie  10 i   1975  and  second  reding  of  June  24  ^   1975.      These  amend- 
ments conform  with  the  intent  of  the  Council  daring  its  first  reading 
actions . 

2.     Lati-radry  SeUes  Tax,     The  laundry  and  drg  cleaning  sales 
tax  remains  repealed;  tKmever,   commercial  linen  rentals  are  to  be 
taxed  at  the  St  sales  tax  rate. 

The  Cosmittee  intended  to  remove  the  laundry  and  dry  cleaning 
sales  tax  primarily  for  residential  customers'   cleaning  services,  not 
for  aonmiercial  laundry  and  dry  cleaning  involving  rented  linens.. 
Moreover i  because  of  the  way  D^C*  regulations  are  written,   ret^oval 
of  the  sales  tax  on  linen  rentals  means  that  the  j^rchase  of  linens 
for  subsequent  rental  t^uld  unintentionally  be  subjected  to  a  new 
5*   tax.      It  Is  believed  that  the  status  quo  of  continuing  to  tax 
linen  rentals  and  continuing  to  exclude  linens  purchased  for  subse- 
quent rental f    (a)   creates  the  least  hardship  and  disturbance  for 
parties  involved ,  and    (b)   prevents  a  revenue  loss  of  about  $300^^000 
to  the  District, 
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The  tot^l  annual  revenue  impact  of  Jaundrt/  and  dry  cieaning- 
sales  tax  changes  is  ^  revenue  loss  of  $200,000  per  year. 

2,     Vending  Machiise  Sales  Tax,     The  Mayor  proposed  to  increase 
the  sales  tax  on  food  and  drink  items  sold  from  vending  machines  from 
2%   to  6%,      The  Council   supported  the  Contnittee  Chairperson  in   voting 
to  continue  the  tax  at  2%,   for  the  followinct  reasons r    fa;  Many 
moderate  income  people    (such  as  blue  collar  workers,   students,   etc -J 
are  frequent  users  of  vending  machine  products,    (h)   Vending  machine 
companies  are  not  ahle  to  collect  sales  tax  from  customers  and  mtist 
build  the  sales  tax  it>to  their  prices.     Since  they  are  unable  to 
handle  increases  of  pennies,    they  would  have  to  increase  prices  by 
a  nickel   in  some  cases,   and    (c)   Unions  have  expressed  concern  over 
a  decline  in  use  of  these  machines  because  of  higher  prices,  and 
have  predicted  a  consequent  loss  of  jobs, 

JIdd  it  zonal  ly ,  several  effective  dates  in  the  Revenue  Act 
were  revised  from  July  X,  1975  to  "the  first  day  of  the  first  month 
after  the  day  this  Act  becomes  law," 

D.      AMEnpBp  SECmp  READING  OF  JULY  U  ,    1975 

Two  relatively  minor  technical  amendments  were  made   to   the 
Revenue  Act  in  the  amended  second  reading  of  July  11,  1975. 

1.     Gross  Receipts  or  Gross  Earnings  Tax  for  Utilities  t 
Sayings  Banks  f  Guar  a  ntij  C^panieSf  and  Building^ssociatigns. 
The  effective  date  for  the  increases  in   these   taxes  was  contained 
in  Section  BOl(c)   of  Title  VIII  of  the  Junm  24,  1975  Revenue  Act, 
and  read  as  follows^ 
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"  (c)  .  The  amendments   jnade  by  section  501   shall  appZy 
t^ith  respect  to  gross  receipts  or  gross  earnings  for  eACh 
taxable  year  beginning  on  or  ^ft&r  January  J,  1975,** 
Corporation  Counsel  advised  that  such  an  effective  date  vould  have 
created  problei^  since   the   tax  inarease  would  have  been  impost  after 
all  the  gross  receipts  were  received  for  the   year,  'Snd,   in  f^ctf  after 
returns  had  been  filed  by  these  financia.1  institutions.     Such  an  effec- 
tive date,  which  initiallti  was  proposed  by  the  Mayor *3  representatives , 
would  have  been  excessively  retroactive. 

Therefore,   a  technical  ch&nge  was  made  in  this  effective  date 
section r  801(c)  t    to  read  as  follows: 

"  fcj ,  The  amendments  made  by  section  501  shall  appl^ 
with  respect   to  gross  receipts  or  gross  earnings  for 
the  year  ending  June  30,   1976,   and  for  each  succeeding 
year  ending  on   the  30th  day  of  June*** 

A  proposed  Act^   now  before  the  Citg  Council    (as  of  this  writing) 
woi^ld  enable  financial   i^stlt^tio^s  and  public  utilities  to  estimate 
the  amount  of  these  tax  increases  and  make  payments  on   the  increases 
during  FY  76    (with  adjustiaents  made  alter  June  30,   1976  close  of 
tax  year} .  if  passed  by  the  Council t  no  revenue  loss  in  FY  76 
would  ensue  as  a  result  of  any  of  these  changes^ 

2.     Display  of  Public  utilities  Gross  Receipts  Tax* 
Section  50X(b)   of  the  June  24,   1975  Revenue  Act  draft  would  have 
required   utility  companies   to  display  on  consumer  bills   the  portion 
of  the  bill  attAbutable  to  the  District' s  ptiblic  utility  gross 
receipts  tax.     The  Council  was  advised  by  Corporation  Counsel   that 
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^uch  a  provisian  would  not  provide   the  consujner  benefit   intended f 
since  this  £s  ^  tax  on  the  utility  companies  ajid  not  on  the  consuwer, 
and  tharmfoTe  the  t^ix  is  not  deductible. 

Therefore  the  Council  voted  to  strike  the  SOI (h)  provisions, 
E.      SUmmRY  OF  TMX  PACKAGE 

This  tax  package  calls  for  new  revenue  authority  of  $53.9  million, 
compared  to  the  Magor's  request  of  $97.8  million.     Thus,  w©  will  be 
SMving  D,€.    taxpayers  approximately  $43.9  million  in  these  difficult 
economic  times. 

of  the  $53^9  million  in  new  nevenue  authority ^   B.C,   businesses 
will  bear  the  burden  of  about  $36,2  million  *  or  67*/   with  citizens 
cca^itributlng  an  added  $17.7  million t  or  33%, 

Of  the  $17.7  million  In  cltizen^increased  taxes,   $14,1  million 
are  automobile  related  taxes,   which  aid  the  District *s  environmental 
objectives.     We  are  also  pleased  to  report  that  this  tax  package 
includes   three  tax  repeals  benefiting  citizens i   repeal  of  the   2%   food 
and  drug  sales   tax  and   the  2%  laundry  and  drif  cleaning  sales   tax, 
both  effective  the  first  daif  of  the  first  m>nth  after  the  dag   this 
Act  becomes  law,  and  repeal  of  the  5%  sales  tax  on  utility  bills r 
effective  June  1,   1976, 
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ATTACHMENT  II 


PROS  AND  CONS  OF  PACKAGE  "A" 

Package  "A"  includes  the  gross  receipts  tax  and  a  lowering  of  the 
sales  tax  from  5%  to  4%. 
"PROS"  OF  PACKAGE  "A" 

1 .  The  sales  tax  is  probably  the  most  regressive  of  all  D.  C.  taxes , 
with  low  and  moderate  income  people  paying  a  disproportionately  higher  share 
of  their  incomes  to  this  tax  than  the  more  affluent.    A  lowering  of  this  tax 

from  5%  to  4%  provides  direct  relief  to  consumers  every  time  a  good  is  purchased. 

2.  The  gross  receipts  tax  would  be  passed  along  to  business'  customers 
in  the  form  of  slightly  higher  prices.    Its  an  "implicit  tax,"  paid  by  consumers. 
The  Federal  government  and  non-profit  organizations  are  major  consumers  in 

D .  C .  which  would  help  pay  this  implicit  tax  (thought  they  are  excluded  from 
paying  such  explicit  taxes  as  the  sales  tax) .    We  would  thus  be  tapping  into 
the  Federal  government  and  non-profit  organizations  for  several  millions  an- 
nually. 

3.  The  gross  receipts  tax  is  an  excellent  revenue  producer ,  not 
only  in  FY  76,  but  in  FY  77  and  beyond.    It's  a  tax  for  which  there  is  no 
comparable  tax  in  the  suburbs  and  its  economic  impact  is  unknown.    The 
alternative,  corporate  tax  increases,  is  well  known  and  understood. 
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Corporate  Income  tax  Increases  are  not  as  good  revenue  producers ,   since  the 
tax  differentLal  between  D.C*  and  suburttan  jurtsdictions  would  have  to  be 
unacceptably  huge  to  produce  revenues  of  the  magnitude  needed  by  the  District 
on  a  long  term  basis* 

4 .    Some  part  of  the  gross,  receipts  tax  could  be  absorbed  by  some 
businesses  in  highly  competitive  industries  and  markets,  and  not  passed  on 
to  consumers. 

"CONS"  OF  PACKAGE  "A" 

1,  The  gross  receipts  tax  Is  a  "sales  tax  In  disguise,  "  passed  on 
to  the  consumer  in  the  form  of  higher  prices.     It  is  inflationary. 

2.  The.gross  receipts  tax  discrlmLnates  particularly  against  hlgh^ 
volume ,  low  profit  margin  firms  ,  such  as  discount  department  stores, 
which  tend  to  be  favored  by  D,C,  consumers. 

3.  Some  unknown  amount  of  businesses,  particularly  high  volume, 
low  mark-up  businesses,  may  be  discouraged  from  coming  into  D.C.  ,  or  may 
leave  D.C.,  if  the  gross  receipts  tax  is  implemented.    Our  tax  base  would 
likely  be  weakened, 

4,  The  gross  receipts  tax  is  paid  by  all  businesses^,  whether  they 
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make  a  profit  or  are  sustaining  losses.  Some  struggling  marginal  firms, 
including  a  number  of  Black-owned  firms, could  be  seriously  injuried  by 
such  a  tax. 

5 .  Wholesalers  are  particularly  adversely  affected  by  a  gross  receipts 
tax.    This  tax  would  give  D.C.  wholesalers  a  minor  price  disadvantage,  but 
even  slight  price  differentials  are  critical  in  the  wholesaling  business. 

6.  The  gross  receipts  tax  has  been  tried  elsewhere  and  abandoned, 
most  recently  in  New  York  City  and  also  in  1937-38  in  D.C.    About  150 
suits  were  filed  in  D.C.  after  the  gross  receipts  tax  introduction. 

7.  The  D.C.  business  community  is  solidly  opposed  to  this  tax. 
They  are  the  ones,  after  all,  who  will  be  paying  either  a  gross  receipts  tax  or 
corporate  income  tax  increases,  so  their  advice  is  noteworthy.    Tax  experts 
who  testified  at  the  revenue  hearings  were  also  unanimously  opposed  to  this 
tax. 

8.  While  it  is  true  that  the  gross  receipts  tax  is  a  good  revenue 
producer,  it  could  feed  governmental  growthbeyond  the  ability  of  the  D.C. 
economy  to  support.    By  the  time  the  full  harmful  effects  of  the  gross  receipts 
tax  are  known  (if  indeed  they  are  as  harmful  as  anticipated),  the  D.C.  govern- 
ment may  be  so  dependent  upon  the  gross  receipts  tax  for  revenue  that  it  will  be 
impossible  to  abandon  it  in  favor  of  a  more  suitable  (but  less  revenue  producing) 
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alternative » 

9,    The  gross  receipts  tast  would  be  a  new  tax,  and  highly  difficult 
dnd  costly  (over  S  600. 000  per  year)  to  admin  later. 
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ATTACHMENT  III 


PROS  AND  CONS  OF  PACKAGE  "B" 

Package  "B"  replaces  the  gross  receipts  tax  and  sales  tax  reduction 
with  (a)  corporate  and  unincorporated  business    income  tax  increases,  (b)  a 
removal  of  the  exclusion  for  professionals  from  paying  the  unincorporated 
business  tax,  and  (c)  restoration  of  sales  tax  back  to  5%. 
"PROS"  OF  PACKAGE  "B" 

1.  Business  income  tax  increases  overcome  many  of  the  flaws  of 
the  gross  receipts  tax:    (a)  they  are  easier  to  administer,  (b)  they  do  not 
discriminate  against  high  volume,  low  mark-up  wholesale  and  retail  enter- 
prises ,   (c)   they  only  hit  the  profit  .making  firms,  not  the  struggling  firms 
which  are  suffering  losses,  (d)  they  are  well  understood  taxes ,  whose  impact 
will  be  easier  to  ascertain. 

2.  These  business  income  tax  increases,  in  contrast  to  the  gross 
receipts  tax,  have  the  support  of  substantial  segments  of  the  potential  payers 
of  the  tax;  namely,  several  members  of  the  D.C.  business  community.    Tax 
experts  also  concur  that  Package  "B"  is  the  superior  design. 

3.  Business  income  tax  Increases  likely  will  have  less  of  an  impact 
on  consumer  prices  than  would  a  gross  receipts  tax. 
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"CONS"  OF  PACKAGE  "B" 

L    We  would  lose  out  on  the  sales  tax  reduction  to  A%  —  a  nLce 
reform  that  (a^  would  be  well  appreciated  by  D.  C,  consumers  and  (b^  would 
offset  the  inflationary  aspects  of  a  gross  receipts  tax.    The  rate  of  the 
highly  regressive  sales  tax  is  5%  in  D.C.  .  compered  to  4%  in  Maryland  and 
3%  in  Virginia. 

2.  Package  "B"  is  not  a  good  long  term  revenue  producer  ,  for  FY  77 
and  beyond.    Corporate  and  unincorporated  business  Income  tax  rates  of  12% 
compared  to  Virginia's   6%  rate  and  Maryland's  7%,  will  be  difficult  to 
sustain*    Should  the  three  percentage  points  be  removed  after  the  one  year 
time  limitation,  as  planned,  then  the  Mayor  and  Council  will  be  in  extremely 
difficult  positions  to  find  replacement  revenue  sources.    A  gross  receipts  tax 
would  be  a  "less  obvious"  disparity,  in  many  respects,  than  the  corporate 
income  tax  disparity  between  D,C,  and  suburban  jurisdictions. 

3,  The  business  Income  tax  increases  do  not  bring  in  revenue  from  the 
Federal  government  and  non-profit  organizations,  as  would  the  gross  receipts 
"implicit"  (through  higher  prices)  form  of  Federal  and  non-profit  organization 
taxation. 
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ATTACHMENT  IV 


The  Honorable  Sterling  Tucker 

Chalrmn 

Council  of  the  District  of  Columbia 

District  Building 

14th  &  E  Streets,  N.W. 

Washington.  D.C.       20004 

Gentlemen: 


May  16,  1975 

The  Honorable  Marion  S.  Barry,  Jr. 
Chairran    nnance  i  Revenue  Coanlttee 
Coyne      of  the  Ofstrfct  of  Columbia 
District  Building 
14th  &  E  Streets,  If.U. 
Washington,  D.C.      20004 


We,  the  undersigned,  speaking  for  our  firms  and  organizations,  remain 
firmly  opposed  to  the  proposed  business  privilege  gross  receipts  tax  con- 
tained in  the  first  reading  of  the  Revenue  Act  of  1975,  submitted  and  read 
to  the  Council  on  April  15. 

The  gross  receipts  tax  is  regressive  in  nature,  will  surely  be  passed 
through  In  the  form  of  higher  costs  to  consumers,  and  has  absolutely  no 
relatfanship  to  the  ability  of  firms  to  pay.  No  witnesses  from  outside 
government  supported  such  a  tax  In  three  days  of  hearings  before  the  Fi- 
nance and  Revenue  Committee. 

Acting  as  responsible  members  of  the  community,  the  undersigned  have 
decided  to  suggest  an  addUiona  alternative  as  a  fub&tUyte  for  the  gross 
receipts  taj^,  ^^i-  approach  still  offers  potential  damage  to  our  economy, 
but  Is  less  onerous  than  gross  receipts,  since  It  does  relate  to  a  firm's 
ability  to  pay.  We  are  confident  that  our  support  is  shared  by  hundreds 
of  private  businesses  and  citizens  in  this  City.... time,  however,  did  not 
allow  us  to  secure  further  supporters.  The  elements  of  this  alternative 
are  as  follows: 


1 .  Permanently  Increase  corporate  income  tax  rate  to  9t 

2.  Apply  a  new  l-year  only  surtax  at  3%  on  corporate  income 

3.  Permanently  Increase  unincorporated  business  franchise 
tax  to  9% 

4.  Apply  a  new  l-year  only  surtax  at  3%  on  unincorporated 
business  franchise  Income 

5.  Professionals  included  in  unincorporated  business 
category,  not  to  exceed  ^%  of  gross 

TOTAL 

City  to  establish  a  ^%  Metro  tax,  in  addition  to  proposed 
4%  sales  tax,  or  restore  the  general  sales  tax  to  its  ex- 


Yleld  $  3.2  million 
Yield   9.6 


Yield 


.5 


1 sting  S%  leveT 


TOTAL 


Yield 

1.5 

Yield 

7.5 

$22.3  million 

Yield 

15.2 

$37.5  million 
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Hr.  Tucl^r,  Mr 

^' 

This  meSiod  places  on  corDorate  tnconve,  for  one  year,  a  corporate  rate  of 
\2%.     In  these  troubled  times  of  our  economy,  this  50%  increase  in  the 
corporate  income  tax  rate  is  inconsistent  with  the  national  administration. 
It  does,  therefore,  represent  an  extremely  bold  and  responsfble  move  by  the 
business  coimiunity  to  aid  and  assist  in  this  first  year  of  self-government. 

The  undersigned  are  willing  to  support  this  3ft  surtax  for  one  year, 
and  one  year  only.     This  12%  rate  puts  us  dramatically  out  of  line  with  neigh- 
boring  communfties  in  Virqinia  and  Maryland.     Permanent  adoption  of  this 
rate,  beyond  ore  year,  in  our  opinion,  v^ould  be  devastating  to  the  future  de- 
velopment of  small  and  larcie  businesses  withfn  the  City,     Should  the  City 
attempt  to  retain  this  tax  beyor>d  the  first  year,  the  undersigned  and  others 
win  vigorously  oppose  such  an  action.     This  method  requires,  further*  action 
by  the  CUy  to  establish  a  tax  for  spiralling  Metro  costs,  earmarking  such 
revenues  for  these  expenses.     The  balance  between  the  anticipated  $37,5  million 
and  the  projected  gross  receipts  revenue  of  $41.7  million  can  be  closed  by 
modifications  of  other  sections  in  the  Revenue  Act,  or  by  adoption  of  alter- 
natives presented  during  Council  hearings.  Such  alternatives  include  increased 
enforceft>ent  of  parking  violations,  doubling  rates  for  parking  fines,  intensi- 
fication of  collectior*  of  delinquent  tax  returns,  etc. 

During  the  upcofning  year,  the  City  must  make  G'^iery  effort  to  continue 
decreasing  the  cost  of  govermtent  by  establishing  realistic  employment  and 
service  levels,  cmpati Die  with  the  needs  of  the  citizens  of  this  community. 
The  severe  revenue  needs  of  the  City,  as  projected  beyond  1976,  indicate  the 
City  must  make  esiBty  effort  to  provide  a  climate  in  which  business  can  de- 
velop in  order  to  provide  meaningful  jobs  for  City  residents  and  broaden  the 
tax  base.     We  further  support  the  proposed  establishment  of  a  Tax  Revision 
CoTTinission  to  begin  review  and  revision  of  our  tax  structure.     The  objective 
of  this  Conwission  should  be  to  develop  a  system  which  ts  progressive  and 
equitable  for  all  citizens  and  businesses. 

Actions  by  this  government  must  be  assessed  fully,   in  the  Hght  of  their 
economic  impact  on  current  and  future  revenues  of  the  nation's  capital.     Such 
actions  will  require  difficult  decision-making,  but  become  imperative  as  we 
look  toward  the  financial  health  of  this  City,     Economic  growth  must  have  a 
firm  cofmritment  from  the  City  government,  so  the  alternative,  such  as  we 
are  suggesting,  and  unrealistic  taxes,  such  as  gross  receipts,  never  become 
issues  within  this  City  again. 
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July   11,    1975 


SUMMARY  OF  REVENUE  ACT  OF  1975 

Following  is  a  summary  of  the  Revenue  Act  of  1975,  by  title  and  by 
section. 

Title  I  —  Registration  Fees  and  Excise  Taxes  for  Motor  Vehicles 
Sec.  101.    Summary.    Increases  registration  fees  for  passenger  vehicles  by 
one-third  (from  $30  to  $40  and  from  $50  to  $67,  depending  on  weight  of 
vehicle) .    Fees  for  trucks  and  other  vehicles  are  also  increased  by  one- 
third. 

Effective  date:    The  first  day  of  the  first  month  after  the  day  this 
Act  becomes  law. 

Annual  revenue:    $4.0  million  additional 
Sec.  102.    Summary.    Increases  excise  tax  on  motor  vehicles  from  5%  to  G%. 

Effective  date:    The  first  day  of      the  first  month  after  the  day  this 
Act  becomes  law. 

Annual  revenue:    $1.8  million  additional. 
Sec.  103.    Summary.    Establishes  Metrobus  Fund,  containing  the  revenues 
received  from  the  increase  in  motor  vehicle  registration  fees ,  the  increase  in 
the  excise  tax  on  motor  vehicle  sales,  and  ail  revenues  from  the  parking  sales 
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tax*    Total  amount  of  Metrobus  Fund-    $9.1  milUon.    Effective  FY  77,   20% 
of  revenues  from  motor  fuel  tax  also  are  placed  la  this  Fund, 

Effect Ivs  date:    The  first  day  of  the  first  month  after  the  day  this 
Act  becomes  law. 

Annual  reveriue:    No  impact. 
Sec.  104,    Summary,    Mandates  the  Mayor  to  submit  proposed  legislation , 
by  January  1,  1975,  for  a  three -tier  regtatration  fee  schedule  and  a  three- 
tier  motor  yehlcLe  estclse  tax,  with  lighter  weight  subcompacts  having  the 
lowest  fees  and  taxes. 

Annual  revenue:    No  change. 


Title  II  —  Motor  Vehicle  Fuel  Tax:_Deed  Recordation  Tax, 

Sec,  201,    Summary,    Increases  tax  on  motor  fuel  from  S  centa/gaUon  to 

10  cents/gallon, 

Annjjal  revenue:    $5  »0  mUlion  additional 

Etfecttve  date:    The  first  day  of  the  first  month  after  the  day  this 
Act  becomes  law. 

Sec,  202,  Summary >  Mandates  the  Mayor  to  submit  a  study,  by  January  1,  197&, 
outlining  the  advisability  of  different  tax  rates  on  leaded  and  unleaded  gasoline, 
weighing  environmental  and  Income  ciaaa  impacts  on  such  a  tax  policy. 
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8Z  rate,  yielding  53*3  nllllon  In  nev  revenues ^  effective  the 
first  day   of  tte  first  month,  after  Che  day  thla  Act  becomes  lav* 

Sec.  301  repaalfl  the  21   aal«B  tax  on   food  and  drugs,  at 
a  revenue  loas  of  $6.5  vllllon,  effective  the  first  day  of  the 
fir at  month  alter  the  day  this  Act  becomes  law»   However, 
food  and  drink  Itema  sold  from  vending  machines  vlll  continue 
to  be  talced  at  the  2%  rate. 

Sec.  302,   Thla  section  makea  uae  tax  proylaionB  con- 
al stent  vlth  aales  tax  change a. 
Title  IV  —  Cigarette  Taac, 
Sec,  401,  Sumjoaty  ■  The  t  ax  on  clj  a  r  e  1 1  e  s  la  increased  from  6 
cents  per  pack  to  10  cents. 

Elfectlve  date:   The  first  day  of  the  first  month  after 
the  day  this  Act  be come  a  law. 

Annual  revenue:  $2-7  million  additional. 


Title  V  —  Flnaaclal  lastltutloiia  and  Public  TTtlllty  Tajtea, 
Sec.  5Q1,  Summarr,   Increaaea  public  utilities  gtosu    receipts 
tai  from  5%   to  61*  effective  the  tax  year  ending  Jtjne  30, 
1976p  for  an  anoual  rcvetiue  yield  of  ao  additional  $**0  million. 
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Sec.  501  also  Increases  tax  from  1-1/2%  to  3%  of  gross  receipts  of 
bonding^  title,  guaranty  and  fidelity  companies «    It  increases  the  tax  on 
savings  banlcs  from  4%  to  6%  of  gross  earnings «  yielding  an  additional  $3.1 
million.    The  effective  date  is  tEe  year   ending  J«ae  30,    1976. 

Further,  sec.  501  increases  building  associations'  (I.e.,  savings 
and  loan  associations)  gross  earnings  tax  from  2%  to  3%,  effective  the  year 
ending   June   30,    1975,    yielding   an   addlLtloaal    $2.5  sllll^on. 

Title  VI  —  Income  and  Franchise  Taxes . 

Sec.  601.    Summary.    This  section  brings  the  D.C.  Code  in  line  with  the 
Federal  Internal  Revenue  Code,  with  respect  to  permitting  certain  child  care, 
disabled  dependent  and  spouse  care  deductions  and  adopting  federal  personal 
exemption  levels. 

Effective  date:    January  1«  1975. 

Annual  revenue:   Adopting  federal  personal  exemption  levels  gains 
$2.0  million,  while  adopting  child  and  disabled  spouse  care  provisions 
results  in  a  revenue  loss  of  $«5  million,  for  a  net  revenue  gain  of  $1.5  million. 

Sec.  601  also  taxes,  for  the  first  time,  the  "unrelated  business  taxable 
income"  of  tax  exempt  organizations,  so  long  as  that  income  is  subject  to  Federal 
income  tax. 

Sec. 602.    Summary.    This  section  mandates  the  Mayor  to  submit,  within  six 
months,  an  analysis  of  the  total  impact  of  tax  and  user  charges,  particularly 
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with  respeot  to  the  Income  class  jjnpact  of  each  of  the  various  types  of  t^xes * 
Sec «  603.    Summary,    IncreaBes  the  corporate  ingpmgtax  trom  8%  to  12%  for 
a  one  year  period  only,  beginrUng  January  1.  1975,    For  the  taxable  year 
beginning  January  1,  1976,  the  rabe  is  established  at  9%> 

ElfecUye  date:    January  1,  1975, 

Annual  revenue;    Gains  $12,8  miliion  in  additional  revenue  In  FY  76*^j^« 
Sec,  604,    Summary,    The  unincorporated  business  franchise  tax  is  increased 
from  8%  to  12%  for  a  one  year  period  only,  beginning  January  1,  1975,    For  the 
taxable  year  beginning  January  U  1976,  the  rate  is  established  at  9%. 

iifecjive  date;    January  1,  1975, 

Annual  revenue:    Gains  $2,1  in  additional  revenue  in  FY  76, 
Sec ,  60S ,    Summary  *    Rem o v e  s  the  exc  1  us  ion  of  pro f e s  s  iona  Is  (doctors ,  dentis  ts , 
CPA*s,  professional  engineers,  etc.)  from  paying  the  unincorporated  business 
tax. 

Effective  date:    January  1,  197S, 

A nn ua j^ r e ye n ue :    An  additional  $6,  0  in lUion,  ^^| 

See- 606,    Summary,     Increases  interest  rate^ on  deficient,  unpaid  taxes  from 
1/2  of  1%  per  month  to  3/4  Of  1%  per  month ,  effective  January  1,  1975. 
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Sec, 607-    Summary-    Increaaea  the  interest  rate  on  deficient  taxes  from 
6%  to  9%  on  an  aantial  basis ,  effective  Jdnuaty  1.  1976*    It  also  feetablishes 
a  penalty  tor  corporations  and  unincorporated  businesses  for  a  failure  to 
pay  Income  taxes  at  5%  per  month  (not  to  exceed  25%  of  total  taxes  due) . 
effective  January  I,  1976, 

Sec.  608,    Summary.    Increases  the  interest  rate  on  the  underpayment  Qt 
estimated  taxes  on  corporations  and  unincorporated  businesses  from  6%  to 
9%  par  year,  effective  January  1,  1976. 
See.  609.    Summary,    This  section  eliminates  the  exclusion  from  paying  the 
corporate  and  unincorporated  business  tax  of  those  firms  which  are  located_ 
in  the  District  for  the  "sole  purpose  of  dolngbtislnesa  with  the  United  States 
Government/'    This  exclusion  primarily  has  benefited  lobbylftjp 

Effective  date;    January  K  1975. 

A nni^L  revenue;    Negligible  revenue  increase  * 
Title  VII  —  Wtef  and  eewer  Service  Rates . 
Sftc.701«    SumijijMY^    Thli  ae ct io n  t ncrea s e g  wa ter  ra ttt  from  19  ctnti  p«r 
100  cubic  f«tt  In  iJtC«tt  of  3600  cubic  feet  to  30  cents  per  100  cubic  f«flt  in 
excess  cf  3600  QUblc  ffttt,    (The  rates  below  3600  cubic  f«#t  consumption 
stay  the  sam«^)    ft  aUoifls  sewer  service  charge  at  90%  of  the  total  water 
charge  (It  was  tonn#rly  f  M . 
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Sec,7D2,    Summary,    Sets  penalties  [or  failure  to  pay  water  rates;  no  change 
from  present  penalty  levels. 

Sec, 703,    Summary,    No  change  in  procedures  to  process  requests  for  state- 
ments of  water  or  sewer  charges  * 

Sec, 704,    Summary.    Mandates  the  Mayor  to  submit,  by  November  IS,  1975, 
a  new  watej-  rate  design,  for  subsequent  City  Council  consideration  and 
potential  action.    Such  a  rate  structure  would,  (a)  retain  the  "conservationist" 
increas  ing  price  per  unit  feature  of  the  present  rate  structure ,   (b)  cut  the 
minimum  bill  to  one-third  of  the  present  rate,  as  another  conservationist 
incentive «  and  (c)  assure  that  apartment  dwellers  who  share  a  water  meter 
receive  the  same  benefit  from  the  Low  price  Initial  units  of  water  consumed  than 
do  individual  homeowners. 

Sec- 70S,    Summary^    Mandates  the  Mayor  to  submit,  by  November,  15,  1975, 
thorough  cost  justification,  to  the  City  Council,  for  the^in creased  water  rates. 
Sec. 706,    Summary,    Present  iaw  enables  the  city  to  charge  water  consumed 
^rlor  to  the  effective  date  of  any  new  rates  at  the  new  rate  level:  that  is,  they 
can  charge  "old  water"  at  "new  rates  "*    This  section  permits  pro-rating,  so 


! 
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AN  ACT 


In  the  Council  of  the  District  of  Columbia 


To  provide  additional  revenue  for  the  District  of  Columbia,  and 
for  other  pur  roses. 


Be  it  enacted  by  the  Council  of  the  District  of  Columbia, 
That  this  act  n»y  be  cited  as  the  "Pevenue  Act  of  1975'«. 
TITLE  I  —   REGISTRATION  FFES  AND  EXCISE  TAXES 
FOR  MOTOR  VEHICLES 
Sec.  101.   Section  3  of  Title  IV  of  the  District lOf  Colunbia 
Revenue  Act  of  1937,  approved  August  17,  1937  (D.C.   Code,  sec. 
UO-103),  is  amended  as  follows: 

(1)  The  paragraph  designated  ••Class  A««  of  subsection  (b) 
(relating  to  registration  fees  for  passenger  motor  vehicles)  is 
amended  by  striking  out  ••$3  0'»  and  "SSO**,  and  inserting  in  lieu 
thereof  ^$H0»   and  "$67'',  respectively. 

(2)  The  paragraph  designated  ••Class  B**  of  subsection  (b) 
(relating  to  registration  fees  for  trucks,  tractors  and  certain 
commercial  motor  vehicles)  is  amended  by  striking  out  ••$53**, 
"159",  ••$69'^,  ••$80^«,  ••S91",  ••$99««,  ••$112»^,  ••$128«',  ••$163««, 
•$191«»,  ••S229*,  and  "S269»^,  and  Inserting  in  lieu  thereof  ••$71«», 
•S79",  ••S92«»,  ••S107",  ••S122»^,  ••S132^^,  ••$150",  "$171",  "$218", 
•$225",  "$306",  and  "$359",  respectively. 

(3)  The  paragraph  designated  "Class  C"  of  subsection  (b) 

« 
(relating  to  registration  fees  for  trailers) ,  is  amended  by 
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striking  out    "iir%    "*16",    "S27»^    "Sf*3•^    •'$61*',    ♦■SSO",    "S99", 
■1123",    "116  3",    ••$203",    and    "S2ti3",    and    inserting    in    lieu 
thereof    "$15",    "SZ2",    "Slfi",    "iSO",    "SB2",    "1107",     "tllZ", 
"$16*1*%    "SZia",    "$271  ■%    and    "$323"*    r expect ively- 

(4)      The  paragraph   designated   "Class   D"   of    subsection    (h) 
(relating  to   registration   fees   for   motorcycles,    tficitor  bicycles, 
iiotor  tricycles   and  motor  wheels)    is  amended  by  striking   out 
"$1Z",   and   inserting   in  lieu  thereof   "116", 

£Sj  The  paragraph  designated  "class  E"  of  subjection  {ta| 
f relating  to  registration  fees  for  antiqiie  motor  vehicles)  is 
amended  by   striking   out   "IS"   and   inserting    in    lieu   thereof    "17"- 

(6)  The  paragraph  designated  "Class   F"  of    sub^^ection    fhj 
(relating  to  registration   fees   for   dealer's    identification   tagsj 
is   amended  by  striking  out   "S30",    and   ^llO",    and  insertin9    in 
lieu  thereof   "$(*0",    and   "$U",    respectively, 

(7)  Subsection    (d)    of  such   section   3   is   amended   to   read  as 
follows: 

"(d)      Twenty-five   per  centum  of   the  gross   proceeds  from 
fees   payable   under  this    title    shall  be  paid   into  the 
Hetrobus  Fund   established  under  section    10  3   of    the   District 
of  Columbia  Revenue  Act   of    1975*      The  remainder   of    the 
proceeds   from  fees  payable  under  this  title   shall  be  divided 
between    the  General  Pund  and  the  Highway  Fnnd,      The  Council 
of  the  District   of  Columbia   shall   determine   the   percentage 
o£  such  remainder   which   shall   be  deposited  to  the  credit  of 
th«  General  Fund  of   the  District  of  Columbia,    except  that 
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the  percentage  of  such  reirainder  deposited  to  the  credit  of 
the  General  Fund  shall  be  not  less  than  forty-two  per  centum 
or  more  than  forty- seven  per  centum  of  such  remainder.   The 
amounts  of  such  remainder  not  deposited  to  the  credit  of  the 
General  Fund,  along  with  specified  moneys  collected  from  the 
motor- vehicle- fuel  tax,  and  specified  amounts  of  fees 
charged  for  the  titling  of  motor  vehicles  and  trailers, 
including  specified  amounts  of  fees  charged  for  the  issuance 
of  permits  to  operate  motor  vehicles,  shall  be  appropriated 
and  used  solely  and  exclusively  for  - 

"(1)   construction,  reconstruction,  improveiient,  and 
maintenance  of  public  highways,  including  the  necessary 
administrative  expenses  in  connection  therewith; 

"(2)   the  expenses  of  the  office  of  the  director  of 
vehicles  and  traffic  incident  to  the  regulation  and  control 
of  traffic  and  the  ad irinist ration  of  the  same;  and 

••(3)   the  expenses  necessaxfily  involved  in  the  police 
control,  regulation,  amd  administration  of  traffic  upon  the 
highways,  except  that  the  total  amount  to  be  expended  under 
this  item  shall  not  exceed  15  per  centum  of  the  total 
payment  appropriated  for  pay  and  allowances  of  officers  and 
members  of  the  Metropolitan  Police  force." 

Sec.  102(a)  Section  6 (j)  of  the  District  of  Columbia  Traffic 
Act,  approved  March  3,  1925  (D.C.  Code,  sec.  40-603  (j) )  is 
amended  by  striking  out  "5  per  centum**  and  inserting  in  lieu 
thereof  •*6  per  centum**. 
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(bj      Notwithstanding   any   other   provision  of    l<vw,    not  less 
than   one- sixth  of   the  proceeds  collected   under   section  6  { j}    of 
the  District   of  Columbia  Traffic  hvt,     192S    (D,C,    Code,    sec^    (KJ- 
603  (jj J    sh^ll   be    deposited    into    the   Metrobus  Fund   established   by 
section    103   of  this  title,    together  with   siich  additional 
proceeds   collected  under   section  6 ( jj    as   the  Mayor  of    the 
District   of  Columbia   [wy*    in  his  discretion,    deem  to  be 
appropriate   and  necessary. 

Sec.    103(a)      There   is  hereby  established   a    special   fund   to 
be   known  as   the  "Metrobtis  Fund"    (hereinafter   in   this    section 
referred   to   as   the   "Fund") ,      The   Fund   shall   consist    df   amounts 
paid   into  it,    from   tiitie  to  time,    from   the  revenue   collected  as 
follows: 

(1)      Twenty* five  per  cent   of   the  amounts  collected 

under  Title  IV  of   the  District   of  Columbia  Pevenue  Act  of 

1937    (D.C-    code,    sec,    UO-101    et  seq,) . 

(HI       At    least  one- sixth  of  the   amounts   collected  under 

section  6 f j)    of  the  District  of  Columbia  Traffic  Act,    1925 

fD.C«       code,    sec,     M0-603tj))- 

f3)   The  amounts  collected  under  section  125(1)  of  the 

District  of  Columbia  Sales  Tax  Act  (D-C,  Code,  sec,  <l7-2602) 

(imposing  a  tax  on  the  gross  receipts  from  parking) * 

(ft)   At  least  one- fifth  of  the  amounts  collected  under 

the  first  section  of  the  Act  of  April  21,  1^2i|  (imposing  a 

tax  on  moto r- vehicle* fuel) ,  such  amounts  to  be  deposited 

into  the  Fund  no  sooner  than  July  1,  1976. 
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(b)   The  amounts  in  the  Fund  shall  be  available,  when 
appropriated,  to  pay  the  District  of  Columbia's  share  of  the 
cost  of  the  construction  and  operation  of  the  Metrobus  system. 

Sec.  104(a)   The  Mayor  of  the  District  of  Columbia  shall 
submit  to  the  Council  of  the  District  of  Columbia,  no  later  than 
J2uiuary  1,  1976,  proposed  legislation  detailing  a  three-tier 
registration  fee  for  automobiles  in  class  A  of  section  3(b)  of 
Title  IV  of  the  District  of  Columbia  PevenuG  Act  of  1937  (D.C. 
Code,  sec.  UO-103)  to  replace  the  existing  two-tier  structure, 
with  disproportionately  lc\%'er  fee  increases  for  lighter  weight, 
compact  and  subcompact  automobiles. 

(b)   The  Mayor  of  the  District  of  Columbia  shall  sumbit  to 
the  Council  of  the  District  cf  Columbia,  no  later  than  January 
1,  1976,  proposed  legislation  detailing  a  restructured  three- 
tier  motor  vehicle  excise  tax  rate  which  provides  for  a 
substantially  lower  tax  rate  for  lighter  weight,  compact  and 
subcompact  automobiles. 

TITLE  II  —   MOTOR  VEHICLE  FUEL  TAX; 
DEED  RECORDATION  TAX 

Sec.  201(a)   The  first  sentence  of  the  first  section  of  the 
Act  entitled  "An  Act  to  provide  for  a  tax  on  motor- vehicle  fuels 
sold  within  the  District  of  Columbia,  and  for  other  purposes**, 
approved  April  23,  192U  (D.C.  Code,  sec.  47-1901)  is  amended  by 
striking  out  ••8**  and  inserting  in  lieu  thereof  ••lO". 

(b)   Notwithstanding  any  other  provision  of  law,  on  and 
after  the  effective  date  of  this  section,  not  less  than  one* 
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to  provide  for  a  tax  on  mot  or- vehicle  fuels  sold  within  the 
District  of  Columbia,  and  for  other  purpose s*»,  (C.C-  Code,  s-^c. 
i*7-T90T)  to  which  reference  is  made  in  subsection  (aj  of  this 
sectionr  shall  b^   deposited  Into  the  Wetro^ius  Fund  established 
by  section  10  3  of  title  I  of  this  act,  together  with  such 
additional  proceeds  collected  under  the  Act  entitled  "An  Act  to 
provide  for  a  tax  en  motor- vehicle  fuels  sold  in  the  District  of 
Columbia  and  for  other  purposes",  (D-C-  code,  sec-  4  7*1901)  as 
the  Mayor  of  the  District  of  Columbia  rnay,  in  his  discretion, 
deem  to  h*»  appropriate  and  n*^cessary,  * 

Sec-  20 2 >   The  Mayor  of  the  District  of  Columbia  shall 
submit  to  the  Council  of  the  District  of  Columbia,  by  January  1, 
1976,  a  thorough,  documented  study  outlining  the  advisability  of 
differential  tax  rates  on  leaded  and  unleaded  gasoline,  and 
weighing  positive  and  negative  healthy  envlroninental  and  income- 
class  impacts  of  such  a  differential  tax  policy. 

Sec-  20  3.   Section  30  3(a)  of  the  District  of  Columbia  Real 
Estate  Deed  Recordation  Ta>c  Act,  approved  March  2,  1962  (D*C, 
Code,  sec*  ftS*723(a))  is  amended  by  striklnq  out  "one- ha If  of  1 
per  centum*'  and   inserting  in  lieu  thereof  "1  per  centum**, 
TITLE  III  —   AMBWDMENTS  TO  THE  DISTRICT 
OP  COLUMBIA  ShLES   AND  USE  TAX 
ACTS 

Sec,    301,   The  District  of  coluphia  Sales  Tax  Act  is  amended 
39  follows: 
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(1)  Paragraph  (1)  of  subsection  (a)  of  section  114  of 
such  Act  (D.C,  Code,  sec.  U7-2601  lU  (a)  (1))  is  amended  to 
read  as  follows: 

"(1)   Food  or  drink  served,  prepared  for  immediate 
consumption,  cr  sold,  in  or  by,  restaurants,  lunch  counters, 
cafeterias,  hotels,  snack  bars,  caterers,  boarding  houses, 
carryout  shops  and  other  like  places  of  business,  and  food 
or  drink  sold  ready  for  immediate  consumption  from  carts, 
and  motor  vehicles  or  any  other  form  of  vehicle.   Hot  or 
cold  sandwiches  are  considered  prepared  foods." 

(2)  Subsection  (a)  of  section  114  of  such  Act  (D.C. 
Code,  sec.   U7-2601  14(a))  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

"(12)   The  sale  of  or  charges  made  for  the  service  of 
parki.ng,  storing  or  keeping  motor  vehicles  or  trailers.   For 
the  purposes  of  this  paragraph  •motor  vehicles'  mean  any 
vehicle  propelled  by  an  internal-combustion  engine  or  by 
electricity  or  steam,  except  road  rollers,  farm  tractors, 
and  vehicles  propelled  only  upon  stationary  rails  or  tracks; 
and  «trail,er«  means  a  vehicle  without  motor  power  intended 
or  used  for  carrying  property  or  persons  and  drawn  or 
intended  to  be  drawn  by  a  motor  vehicle,  whether  such 
vehicle  without  motor  power  carries  the  weight  of  the 
property  or  persons  wholly  on  its  own  structure  or  whether  a 
part  of  such  vieight  rests  upon  or  is  carried  by  a  motor 
vehicle." 
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(3)      Paragraphs    (4)    and   (7)    of   subsection    (a)    of  section  11^ 
of  such  Act    (D.C.   Code«   sec*   47-2601,    U (a)  W   and    (7))    are 

repealed. 

(ft)   Paragraph  (11)  of  subsection  (a)  of  section  lift  of  such 
Act  (D.C.  Code,  sec.  ft7-2601  (1ft)  (a)  (11))  is  amended  to  read  as 
follows: 

"(11)      The  rental  of  textiles  to  coounercial  users,    the 

essential  part  of  such  rental  includes  the  recurring  service 

of  laundering  or  cleaning  thereof." 

(5)  Section  11ft(b)(1)(A)  of  such  Act  (D.C.  Code,  sec.  ft7- 
2601)  is  aunended  by  striking  out  "other  than  sales  of  local 
telephone  service",  and  paragraph  (1)  (B)  of  subsection  (b)  of 
section  lift  is  repealed. 

(6)  Subsection  (b)  of  section  lift  of  such  Act  (D.C.  Code, 
sec.   ft7-2601  1ft (b))  is  amended  by  adding  at  the  end  thereof  the 
following  new  paragraph: 

"(5)   Food  or  drink  sold  in  the  same  form,  condition, 
guantities  and  packaging  as  is  commonly  sold  in  grocery  type 
food  stores,  except  when  sold  by  businesses  as  described  in 
paragraph  (1)  of  subsection  (a)  of  this  section." 

(7)  Section  125  of  such  Act  (D.C.  Code,  sec.  ft7-2602)  is 
amended  to  read  as  follows: 

"A  tax  is  imposed  upon  all  vendors  for  the  privilege  of 
selling  at  retail  certain  tangible  personal  property  and  for 
the  privilege  of  selling  certain  selected  services  (defined 
as  retail  sale  and  sale  at  retail  in  this  title).   The  rate 
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of  such  tax  shall  be  5  per  centum  of  the  grbss  receipts  from 
sales  of  or  charges  for  such  tangible  personal  property  and 
services,  except  that  - 

••(1)   the  rate  of  tax  shall  be  8  per  centum  of  the 
gross  receipts  from  the  sales  of  or  charges  for  the  service 
of  parking  or  storing  motor  vehicles  cr  trailers; 

••  (2)   the  rate  of  tax  shall  be  6  per  centum  of  the 
gross  receipts  from  sales  of  or  charges  for  (A)  any  room  or 
rooms,  lodgings,  or  accommodations,  furnished  to  transients 
by  any  hotel,  inn,  tourist  camp,  tourist  cabin,  or  any  other 
place  in  which  rooms,  lodgings,  or  accommodation^  are 
regularly  furnished  to  transients;  and  (B)  food  or  drink 
served,  prepared  for  immediate  consumption,  or  sold  as 
described  in  section  11^  (a)  (1);  and 

••(3)   the  rate  of  tax  shall  be  6  per  centum  of  the 
gross  receipts  from  sales  of  spiritous  or  malt  liquors,  beer 
and  wines;  and 

*•  (U)   the  rate  of  tax  shall  be  2  per  centum  of  the 
gross  receipts  from  the  sales  of  food  and  drink  as  described 
in  section  11U(a)  (1)  of  this  title  when  sold  from  vending 
machines.  •* 

(8)   Section  127  of  such  Act  (D.C.  Code,  sec.  U7-260U)  is 
amended  to  read  as  follows: 

"For  the  purpose  of  collecting  his  reimbursement  as 
provided  in  section  126  of  this  title  insofar  as  it  can  be 
done  and  yet  eliminate  the  fractions  of  a  cent,  the  vendor 
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shall  add  to  the  sales  price  and  collect  from  the  purchaser 
such  amounts  as  may  be  prescribed  by  the  Council  of  the 
District  of  Columbia  to  carry  out  the  purposes  of  this 
section," 

(9)  Subsection  (1)  of  section  128  of  such  Act  (D.C.  Code, 
sec.  47-2605(1))  is  amended  to  read  as  follows: 

"(I)   Sales  of  natural  or  artificial  gas  and 
electricity." 

(10)  Section  128  (o)  of  such  Act  (D.C.  Code,  sec.  47* 
2605(0))  is  amended  by  inserting  "whether  or  not"  after  "drugs". 

Sec.  302.  The  District  of  Columbia  Use  Tax  Act  fD.C.  Code, 
sec.  47-2701)  is  amended  as  follows: 

(1)  Paragraph  (5)  of  section  201(a)  of  such  Act  (D.C.  Code, 
sec.   47-2701 (a) (5))  is  amended  by  inserting  ", as  described  in 
section  114(a)  (1)  of  title  I  of  this  act",  immediately  after 
"consideration". 

(2)  section  212  of  such  Act  (D.C«  Code,  sec.  47-2702)  is 
amended  to  read  as  follows: 

"There  is  hereby  imposed  and  there  shall  be  paid  by 
every  vendor  engaged  in  business  in  the  District  and  by 
every  purchaser  a  tax  on  the  use,   storage,   or  consumption  of 
any  tangible  personal  property  and  services  sold  or 
purchased  at  retail  sale.     The  rat #8  of  tax  Im^sed  By  this 
section  shall  be  5  per  centum  of  the  sales  price  of  such 
tangible  personal  property  or  services,  exeept  that  - 
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••(a)   the  rate  of  tax  shall  be  6  per  centum  of  the 
gross  receipts  from  the  sales  of  or  charges  for  (1)  any  room 
or  rooms,  lodgings#  or  accommodations,  furnished  to 
transients  by  any  hotel,  inn,  tourist  camp,  tourist  cabin, 
or  any  other  place  in  which  rooms,  lodgings,  or 
accommodations  are  regularly  furnished  to  transients,  and 

(2)  food  or  drink  served,  prepared  for  immediate 
consumption,  or  sold  as  described  in  section  im(a)(1);  and 

(3)  spiritous  or  malt  liquors,  beer  and  wines;  and 

•»(b)   the  rate  of  tax  shall  be  8  per  centum  of  the 
gross  receipts  from  the  sales  of  or  charges  *for  the 
service  of  parking  or  storing  motor  vehicles  or 
trailers:  and 

••(c)   -the  rate  of  tax  shall  be  2  per  centum  of  the 
gross  receipts  from  the  sale  of  food  and  drink  as 
described  in  Sec.  114(a)(1)  of  title  I  of  this  act  when 
sold  from  vending  machines.  •• 
(3)   Paragraph  (2)  of  subsection  (a)  of  section  201  of  such 
Act  (D.C.  Code«  sec.  47-2701  (a)  (2) )  is  repealed. 

(U)   Paragraph  (9)  of  subsection  (a)  of  section  201  of  such 
Act  (D.C.  Code,  sec.  47-2701  (a)  (9))  is  amended  to  read  as 
follows: 

••(9)   The  rental  of  textiles  to  commercial  users,  the 
essential  part  of  which  rental  includes  recurring  service  of 
laundering  or  cleaning  thereof.  *• 
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(5)   Paragraph  (1)  of  subsection  (b)  of  section  201  o5 
such  Act  (D.C.  Code,  sec.  47-2701  1(b)(1))  is  araonded  by 
striking  out  "other  than  sales  of  local  telephone  services." 

TITLE  IV  —   CIGARETTE  TAX 
Sec.  401. (a)   Section  G03  of  t^e  District  of  Colunbia 
Cigarette  Tax  Act  (D.C.  Code,  sec.  47-2002)  is  amended  by 
striking  out  ".6  cents"  and  inserting  in  lieu  thereof  "10  cents". 
(b)  (1)   In  the  case  of  cigarette  tax  stamps  which  have  beer, 
purchased  prior  to  the  effective  date  of  the  amendment  and  which 
oh  such  date  are  held  (affixed  to  a  cigarette  package  or 
otherwise)  by  a  wholesaler,  retailer,  or  vending  machine 
operator,  licensed  under  the  District  of  Columbia  Cigarette  Tax 
Act,  such  licensee  shall  pay  to  the  Mayor  (in  accordance  with 
paragraph  (2)  of  this  subsection)  an  amount  equal  to  the 
difference  between  the  amount  of  tax  represented  by  such  tax 
steimps  on  the  date  of  their  purchase  and  the  amount  of  tax  whicr. 
an  equal  number  of  cigarette  tax  stamps  would  represent  if 
purchased  on  the  effective  date  of  the  amendment. 

(2)   Within  twenty  days  after  the  effective  date  of  such 
amendment,  each  such  licensee  (A)  shall  file  with  the  Mayor  an 
affirmed  statement  (on  a  form  to  be  prescribed  by  the  Mayor) 
showing  the  number  of  such  cigarette  tax  stamps  held  by  him  as 
of  the  beginning  of  the  day  after  the  effective  date  of  this 
amendment,  or  if  such  day  is  a  Sunday,  as  of  the  beginning  of 
the  following-  day  and  (B)  shall  pay  to  the  tAayor   the  amount 
specified  in  parajraph  (1)  of  this  subsection* 
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(3)  Each  such  licensee  shall  keep  and  preserve  for  the 
twelve-Bionth  period  ijunediately  following  the  effective  date  of 
such  £unendnent  the  inventories  and  other  records  mde  which  fom 
the  basis  for  the  information  furnished  to  the  Mayor  on  the 
statement  required  to  be  filed  under  this  subsection. 

(4)  For  purposes  of  this  subsection,  a  tax  stamp  shall  be 
considered  as  held  by  a  wholesaler,  retailer,  or  vending  machine 
operator  if  title  thereto  has  passed  to  such  tiholesaler, 
retailer,  or  operator  (whether  or  not  delivery  to  him  has  been 
made)  and  if  title  to  such  stamp  has  not  at  any  time  been 
transferred  to  any  person  other  than  such  wholesaler »  retailer, 
or  operator, 

(5)  A  violation  of  the  provisions  of  paragraph  (1),  (2),  or 
(3)  of  this  subsection  shall  be  punishable  as  provided  in 
section  611  of  the  District  of  Columbia  cigarette  Tax  Act  (D.C. 
Code,  sec.  47-2810). 

TITLE  V  —   AMENDMENTS  TO  PROVISIONS  IMPOSING 
A  TAX  ON  FINANCIAL  INSTITUTIONS,  GUARANTY 
COMPANIES,  AND  PUBLIC  UTILITIES 
Sec.  501.  (a)   Section  6  of  the  Act  entitled  **An  Act  making 
appropriations  to  provide  for  expenses  of  the  government  of  the 
District  of  Columbia  for  the  fiscal  year  ending  June  thirtieth, 
nineteen  hundred  and  three,  and  for  other  purposes**,  approved 
July  1,  1902  (D.C.  Code,  sec.  47-1701  et  seq.),  is  amended  as 
follows: 
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C1>      Paragraph    (5J    of   such  section  6    (D*c.   Code,    sec.      t>7- 

1701)  13  amended  by  sttikirvg   out  "S  percentutn*'  and  inserting  in 
lieu  thereof   "6  per  centuir", 

(2)  Paragraph  6   of   such   section   6    (D.C»   Code,    sec*      tt7- 

1702)  is   amended  by  striking    out  '*one  and  one-half   per  centuiri" 
and  inserting  in   lieu  thereof  "three  per  centun". 

(3)  The   last   sentence  of  paragraph    (7)    of   such   section   6 
(D*C,   Code,    sec.    tt7-1703)    is   amended  by  striking  out   "four  per 
centum  per  annum'*  and  inserting   in   lieu  thereof    ♦'six  per  centum 
per  anrium", 

(4)  Paragraph  9   of   such   section   6   '<D-C_   Code,    sec,      47- 
1704)    is  amended   by  striking  out  « two  per  centum  per  annum**  and 
inserting   in   lieu   thereof   "three   per  centum  per   annum**. 

TITLE  VI    —       AMENDMENTS  TO    DISTRICT  OF  COLUMBIA 
INCOME  AI^D    FRANCHISE   TAX   ACT  OF   19**7 
sec*    601-      The  District   of  colurrtia  income  and   Franchise  Tax 
Act  of    1947    (0,C.    Code,    sec,    47-15  01    et   seq,)    is  amended  as 
follows: 

(1)      Paragraph    (u)    of   section   4   of  Title  I   of   such  Act    (D.C, 
Code,    sec.      (17' tS51c(u)  )    is    amended  to  read  as   follows: 

"(uj      The  term  'dependent'    means  a  dept^ndent  as  defined 
in  section   152  of   the  Internal  Revenue  Code  of    1954.« 
C2)      The  last   sentence  of  paragraph   (v)    of    section  4  of 
ntle  I  of  such  Act    (D-C.   code,   sec-    1*7- 1551c  (v) )    is  amended  to 
read  as  follows: 
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••The  term  •head  of  a  family •  iceans  an  individual  who  is 
single,  or  if  married,  separated  from  hushand  or  wife.** 

(3)  The  commencing  phrase  in  section  1  of  Title  II  of  such 
Act  (D*C,  Code,  sec.  47-1554)  is  amended  to  read  as  follows: 

**The  following  organizations  shall  be  exempt  from 
taxation  under  this  article,  except  to  the  extent  that  such 
organizations  have  unrelated  business  taxable  income  subject 
to  tax  under  sections  511  of  the  Internal  Revenue  Code  of 
195U,  in  which  event  such  organizations  shall  be  subject  to 
tax  under  this  article  on  said  unrelated  business  taxable 
income:  •• 

(4)  Subsection  (b)  of  section  2  of  Title  III  of  such  Act 
<D.C.   Code,  sec.  47- 1557a)  is  amended  by  adding  at  the  end 
thereof  the  following  new  paragraph: 

••(18)   Unemployment  Compensation  -  Payments  received  by 
an  individual  frcm  the  District  of  Colunibia  Unemployment 
Compensation  Board  or  a  similar  State  agency  for  those 
periods  during  which  he  is  unemployed.  ** 

(5)  Paragraph  (16)  (entitled  •*Real  Estate  Investments 
Trusts. ••)  of  section  6(a)  of  Title  III  of  such  Act  (D.C.  Code, 
sec.  47-1557bia)  (16) )  ,  is  renumbered  as  paragraph  (17). 

(6)  Subsection  (a)  of  section  3  of  Title  III  of  such  Act 
(D.C.  Code,  sec.  47-1557b(a))  is  amended  by  adding  at  the  end 
thereof  a  new  paragraph  as  follows: 

'■flS)   Household  and  Dependent  Care  Services  -  To  the 
same  extent  that  such  amount  is  deductible  under  section  214 
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of  the  Internal  Revenue  Code  of  19  54,  any  amount  expended  t/ 
an  individiaal  for  household  arid  dependent  care  services 
necessary  for  gainful  craploynientf  Provided ,  however ,  that 
the  requirci^tcnt  of  section  214  of   the  Internal  Revenue  Ccc^ 
of  1954  that  narriod  couples  must  file  a  single  return 
jointly^  shall  not  be  applicable-" 

{7)      Paragraphs  (a)  and  (b)  of  section  2  of  Title  V  of  such 
Act  (D,C.  Code,  sees.  47-1564ata)  and  47-1564aCbn  are  amended 
to  read  as  follows: 

■  (a)   Residents  and  tfonresidents,  -  Every  nonresident 
of  the  District  receiving  incone  subject  to  tax  under  this 
article  and  every  resident  of  the  District,  except 
fiduciaries,  when  - 

•(1)   his  gross  income  for  the  taxable  year,  if  single, 
or  if  married  and  not  living  with  husband  or  wife,  exceeds 
the  personal  exemptions  authorized  for  the  taxpayer  as  of 
July  1,  1975,  by  subsoction  tbj  of  section  151  of  the 
Internal  Revenue  Code  of  1954?  or 

■(2)   his  gross  income  for  the  taxable  year,  if  marrisf 

and  living  with  husband  or  wife,  exceeds  the  combined  aiaour,i 

of  the  personal  excnptions  authorized  for  the  taxpayer  anc 

the  spouse  of  the  taxpayer  as  of  July  1,  1975,  by  subsecti;;r. 

(b)  of  section  151  of  the  Internal  Revenue  Code  of  1954;  cr 

n 
■(3)   his  gross  sales  or  gross  receipts  from  any  trade 

or  business  other  than  an  unincorporated  business  subject  to 
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tAK  und^r  title  VIII  of  this  article,  exceeds  IS, 000, 
regardless  of  the  ximount  of  his  gross  income;  or 

•"C*)   the  coBibtned  iroas  income  for  the  taxable  year  of 
a  husband  and  wife  living  together  exceeds  the  combined 
amount  of  the  personal  exemptions  authorized  ^s  of  July  1, 
T975,  for  the  taxpayer  and  the  spouse  of  the  taxpayer  by 
subse*ction  (b)  of  section  151  of  the  Int^ernal  Revenue  code 
of  1951,  or  the  combined  gross  sales  or  gross  receipts  from 
any  trade  or  business,  other  than  an  unincorporated  business 
subject  to  tax  under  title  VIII  of  this  article,  exceeds 
15,000,  regardless  of  the  amount  of  their  gross  income^ 

»•  tb)   Fiduciaries,  -   Every  fiduciary  (except  a  receiver 
appointed  by  authority  of  Law  in  possession  of  only  part  of 
the  property  of  an  individual}  for  - 

"(IJ   ev€ry  individual  if  single,  or  if  married  and  not 
living  with  husband  or  wife,  for  whom  he  acts  having  a  gross 
income  for  the  taxable  year  in  excess  of  the  amount  of  his 
personal  exemption  as  authorized  for  the  taxpayer  as  of  July 
1,  1975,  by  subsection  tb)  of  section  151  of  the  IntetneU. 
Revenue  code  Qf  1954; 

"(2)   every  IndlvldHdl,  if  married  and  living  with 
husband  or  wif«,  for  whom  he  acts  having  a  gross  income  for 
the  taxable  year  in  excess  of  their  personal  exemptions  as 
authorized  for  the  taitpayer  as  of  July  1,  1975,  by 
subsection  (b)  of  section  151  of  the  Internal  Revenue  Code 
of  1954; 
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^i%)      every  estate  for  >*hich  he  acts,  the  gross  income 
of  which  for  the  taxable  year  is  in  excess  of  its  personal 
eKemption,  which  is  equivalent  to  the  pergonal  exemption 
authorized  for  an  individual  as  of  July  1,  1175,  by 
subsection  (bj  of  section  151  of  the  Internal  Revenue  Code 
of  195a;  or 

"((()   every  trust  for  which  he  acts,  the  gross  income 
of  which  for  the  taxrible  year  is  $100  or  over." 
(S)   Section  2   of  Title  VI  of  such  Act  (D-C-  Code,  sec,  Hl^ 
1567a)  is  amended  to  read  as  follows; 

"sec.  2.   Personal  exemptions  -  (a) (1)  Therd  shall  be 
allowed  to  residents  the  same  deductions  for  personal  exemptions 
as  are  allowed  as  of  July  1,  1975,  under  section  151  of  the 
Internal  Revenue  Code  of  1954. 

"(2)   A  taxpayer  who  qualifies  as  head  of  a  family 
shall  be  allowed  a  personal  exemption  in  an  amount  which  is 
twice  the  amount  allowed  the  taxpayers  as  of  July  1,  1975, 
by  subsection  (bj  of  section  151  of  the  Internal  Revenue 
Code  of  ^95H^ 

"  (bj   In  the  case  of  a  return  made  for  a  fractional  part  of 
a  taxable  year,  the  personal  exemptions  shall  be  reduced  to 
anounts  which  bear  the  same  ratio  to  the  full  exemptions 
provided  as  the  number  of  months  in  the  period  for  which  the 
return  is  made  bears  to  twelve  months," 

(9>   Subsection  tt  (b)  of  Title  VI  of  such  Act  C^-C-  Code, 
aec   17-1567  (b)  (1J  J  is  amended  to  read  as  follovs: 
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"{!>   In  applying  such  table  the  taxpayer's  marital 
Btatus  on  the  last  day  of  the  taxable  year  shall  control** 
(10)   Section  6  of  Title  VI  of  such  Act  (D,C,  Code,  sec.  47j 
1S67g)  is  repealed. 

Sec-  602.   The  Mayor  of  the  District  of  Coluirtbia  shall, 
within  six  montha  after  the  effective  date  of  this  section r 
submit  to  tlie  Finance  and  Revenue  Committee  of  the  Council  of 
the  District  of  Columbia  and  to  the  District  of  Columbia 
Auditor,  a  report  which  shall  analyze  the  total  impact  of  all 
District  of  Columbia  taxes  and  user  charges »   This  report  shall 
set  forth  all  information  which  the  Mayor  deems  useful  to  a  ful 
under standing  of  the  impact  of  the  tax  structure.   it  shall 
specifically  set  forth  the  impact  and  revenue  of  all  taxes,  as 
sum,  on  individ;j!al  residents  grouped  by  income  class  and  familyj 
status,  (including  unmarried/  married,  single  parent,  retired, 
and  such  other  classifications  as  are  appropriate) -   The  same 
analysis  shall  be  given  for  each  separate  tax  on  individuals. 
Such  analysis  shall  ijiclude  consideration  of  business  taxes  and 
charges  likely  to  be  passed  on  to  consumers.   The  report  shall 
also  set  forth  the  impact  and  revenue  of  each  tax  on  commercial 
and  professional  activity,  and  on  businesses  grouped  by  type  and 
size  of  business  activity.   In  addition  to  the  impact  and      f 
revenue  analysis,  the  report  shall  set  forth  the  distribut.ion  of, 
returns  for  each  tax  grouped  by  quartile  of  revenue  starting 
from  the  quartile  containing  the  fewest  returns.  An  estictiate 
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the  revenue  effect  and  collection  expense  should  be  given  for 

changes  in  major  exemptions  and  deductions. 

Sec,  601.   Section  2   of  Title  VII  of  the  District  df 

Columbia  Income  and  Franchise  Taj;  Act  of  X^^l    (D,C.  Code,  sec- 

(17-157  la)  is  hereby  amended  to  read  as  follows; 

"For  the  privilege  of  carrying  on  or  engaging  in  any 
trade  or  business  withir  the  District  and  of  receiving 
income  from  sources  within  the  District,  there  is  hereby 
levied  for  one  tameable  year  beginning  on  and  after  January 
1,  t975,  a  tax  ^t  the  rate  of  12  per  centum  upon  the  taxable 
income  of  every  corporation,  whether  domestic  or*  foreign 
(except  those  expressly  eseempt  under  section  U7-1SSii),   The 
minimum  tax  payable  shall  be  S25-00.   For  the  taxable  years 
beginning  on  and  after  January,  19  76,  there  is  hereby  levied 
a  tax  at  the  rate  of  9  per  centum  upon  the  taxable  income  of 
every  corporation,  whether  domestic  or  foreign  (except  those 
expressly  exempt  under  section  (i7-1S5'i)-   The  minimum  tax 
payable  shall  be  $2  5-00*" 
Sec,  604,   Section  3  of  Title  VHI  of  the  District  of 

Columbia  Income  and  Franchise  Tax  Act  of  194  7  (D.C,  Code,  sec, 

«7-1574h3  is  hereby  amended  as  follows; 

"For  the  privilege  of  carrying  on  or  engaging  in  any 
trade  or  businec^s  within  the  District  and  of  receiving 
Income  from  sources  within  the  District,  there  ia  hereby 
levied  for  one  taxable  year  beginning  on  and  after  January 
t,  1975,  a  tax  at  the  rate  of  12  per  centum  upon  the  taxable 
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income  of  every  unincorporated  business,  whether  domestic  or 
foreign  (except  those  expressly  exempt  under  section  47- 
1554).   The  minimum  tax  payable  shall  be  S25.00.   For  the 
taxable  years  beginning  on  and  after  January  1,  1976,  there 
is  hereby  levied  a  tax  at  the  rate  of  9  per  centum  upon  the 
taxable  income  of  every  unincorporated  business,  whether 
domestic  or  foreign  (except  those  expressly  exempt  under 
section  47-1554).   The  minimum  tax  payable  shall  be  $25.00." 
Sec.  605.  Section  1  of  Title  VIII  of  th6  District  of 
Columbia  Income  and  Franchise  Tax  Act  of  1947  (D.C.  Code,  sec. 
47-1574)  is  hereby  amended  by  stri)cing  the  following  *  sentence: 

"The  words  'unincorporated  business*  do  not  include  any 
trade  or  business  which  by  law,  customs  or  ethics  cannot  be 
incorporated,  any  trade,  business,  or  profession  which  can 
be  incorporated  only  under  the  District  of  Columbia 
Professional  Corporation  Act,  or  any  trade  or  business  in 
which  more  than  80  per  centum  of  the  gross  income  is  derived 
from  the  personal  services  actually  rendered  by  the 
individual  or  members  of  the  partnership  or  other  entity  in 
the  conducting  or  carrying  on  of  any  trade  or  business  and 
in  which  capital  is  not  a  material  income- producing  factor." 
Sec.  606.   Sections  2,   4  and  5  of  Title  XIII  of  the  District 
of  Columbia  Income  and  Franchise  Tax  Act  of  1947  (D.C.  Code, 
sec.  47- 1589a,  c  and  d)  are  amended  by  striking  the  words  "one- 
half  of  1  per  centum"  wherever  they  appear  and  inserting  in  lieu 
thereof  the  ifords  ** three- fourths  of  1  per  centum." 
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Sec,    607-      Subsections   "(b)",    »  (c>  "  and    "  (dj  "  ot    section    1 
of  Title   XIII   of    the   District   of  Colyniti-a   Income  and   Franchise 
Tax  Act   of    19*^7    fC.C,    code,    sec.    ii7~15a9(h),     Cc)  ,    and    (dj)  #    are 
amended   by    redesignating   said   subsections  as   "(c)",    "(*!>'%    ^'^^ 
"(ej"   respectively,    and  as  redesignated  by  strikir^g   tram 
subsection    "  fd) "    the    figure   "6"    and    inserting    in   lieu    thereof 
the   figure   "9",    and  by  inserting   the   fallowing    new   subsections 
^^  "(b)       FAILURE  TO  PAV-       In    the   case  of   any    failure    to 

pay  the   amount   of    tax    req\iired  by  titles  VII   and   VIII   of 

Pthis  article   within  the   time  prescribed  by   lav  or  prescribed 
by  the  Mayor   or  Council   in   pursuance  of   law,    5   p#r   centum   of 
the  tax  shall  be  added  to  the   tax   for  each   mranth   or  fraction 
thereof   that   auch   failure   continues,   not  to  exceed   2  5   per 
centum  in  the  aggregate  except   that  ^^hen   the  tax  is   paid      *. 
after  such  tirne  and  it  is  shown   that  the  failure  to  pay  was 
due  to   reasonable  cause   and  not   due   to  wilful   neglect^    no 
such  addition  shall  be  made   to  the  tax^.  ^ 
Sec.   60 a-      Section   If*   of  Title  XII   of   the   District  of 
Columbia   income  and  Franchise  Tax  Act  of    19U7    (DpC,    Code,    sec* 
*7-l5S6l-1)    is  amended  by  striking  the   figure   "S"  wherever   it 
appears   therein  and  inserting   in   lieo   thereof  the   figure   "9"*. 
See*    609.      Section   ^  [hj  (2)    of  Title   I  of  the  District  of 
Columbia   Income  and  Franchise  Tax  Act  of    1947    (O.c.   Code^   aec» 
»7-1551c(h)  t2))    la  hereby  repealed  in   its  entirety. 

TITLE   VII    —     WATER  AND  SEWEP   SERVICE  KATES 
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Sec.  701  (a)   Water  and  Water  Service  Rates  and  Charges. 
Notwithstanding  any  other  provision  of  law  or  regulation,  the 
following  rates  and  charges  shall  be  applicable  for  water  and 
water  services  provided  on  or  after  July  1,  1975: 

(1)   Rates  and  Charges  for  Metered  Services.   The 
minimum  rate  for  water  furnished  any  premises  through  a 
metered  service  shall  be  $8.75  semiannually  for  the  use  of 
up  to  3,600  cubic  feet  of  water,  payable  in  advance  and  for 
water  furnished  during  such  period  in  excess  of  that 
quantity  the  rate  shall  be  thirty  cents  per  one  hundred 
cubic  feet  of  water.  * 

(b)   Sanitary  Sewer  Service  Rates  and  Charges.   The  charge 
for  sanitary  sewer  service  furnished  any  premises  in  the 
District  of  Columbia  shall  be  90  per  centum  of  the  charge  for 
water  or  water  service  furnished  any  such  premises  from  the 
District  of  Columbia  Water  Supply  System  and  shall  be  collected 
in  the  same  manner  and  at  the  same  time  as  water  charges  are 
collected.   When  water  is  supplied  any  such  premises  from  a 
source  or  sources  other  than  the  District  of  Columbia  Water 
Supply  System,  the  charge  for  sanitary  sewer  service  shall  be 
the  same  in  amount  as  would  be  charged  if  the  same  quantity  of 
water  were  furnished  such  premises  from  the  District  of  Columbia 
Water  Supply  System  through  metered  service.   The  sanitary  sewer 
charge  shall  be  added  as  a  separate  item  on  the  bill,  if  any, 
for  water  and  water  service  furnished  such  premises. 
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(c)   Paymerit  of  Rates  and  Charges-   All  rates  for  water  and 
water  service  and  the  charges  for  sanitary  sewer  service  hereby 
established  shall  be  payable  at  l^ast  once  semiannually.   When 
the  computation  of  the  amount  of  any  bill  for  any  of  such 
services  results  in  a  fraction  of  one- ha  If  cent  or  more,  the 
neKt  htqhest  amount  not  containing  a  fraction  shall  be  charged. 

Sec,  702-   Penalties,   The  penalties  to  be  imposed  for 
failure  to  pay  bills  for  water  and  sever  service  after  the 
expiration  of  thirty  days  from  the  date  of  rendition  thereof, 
and  the  payment  of  any  costs  incurred  by  the  T^i strict  of 
Columbia  in  connection  with  discontinuing  and  restoring  the 
water  supply  to  any  premises,  shall  be  as  provided  by  sections 
102  and  210  of  the  District  of  Columbia  Public  Works  Act  of  19!^^ 
(D*C-  Code,  sees,  43-1521a,  tt3-U09)- 

sec*  703.   Change  of  Ownership  or  occupancy.   Any  person  who 

desires  a  statement  of  tJie  account  of  any  water  or  sewer  service 

charge  to  the  date  of  the  acquisition  of  any  premises  shall  make 
I 
P     a.   written  request  to  the  Mater  Registrar  on  or  before  the  date 

of  such  acquisition,  except  that  the  authority  to  enforce 

payment  of  water  and  sewer  service  charges  by  shutting  off  the 

water  supply  or  by  refusing  to  restore  the  titter  supply  may  be 

exercised  without  regard  to  any  change  of  ownership  or  occupancy 

of  any  such  premises-   The  Water  Registrar  shall  have  access  to 

all  premises  furnished  water  or  sewer  service,  and  if  any  stjch 

premises  Is  vacant ,  any  request  for  a  statement  of  account  shall 
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oontaifi  a  fixed  tim  at  %ihich  a  representative  of  the  Hater 

Registrar  May  obtain  access. 

Sec.  704.   By  Noveaber  IS,  1975,  the  M^yor  of  the  District 

of  Coluabia  shall  stiboiit  to  the  Council  of  the  District  of 

Columbia  a  water  rate  structure  which  shall  - 

(a)   continue  the  increasing  price  rate  structure 
contained  in  this  title  whereby  per  unit  %»ter  rates 
increase  with  increased  consumption; 

|b)   a  plan  to  provide  tor  a  ■dnimun  bill  for  water 
usage  not  to  exceed  $2.89  for  the  first  1,200  cubic  feet  of 
water  used  during  each  six  month  period; 

(c)   provide  a  scheme  whereby  residents  of  multi- family 
units  will  benefit  on  an  equal  basis  with  residents  of 
single-family  units  in  the  low-minimum  water  usage  rates; 
and 

Cd)   provide  detailed  substantiation  for  the  rate 
structure.  The  structure,  plan  and  scheme  submitted  by  the 
Mayor  under  this  section  shall  be  designed  to  make  no  change 
in  the  amount  of  revenue  derived  from  the  water  rates  and 
sewer  service  charges,  and  shall  not  take  effect  unless 
implemented  by  further  action  of  the  Council. 
Sec.  705.  The  water  rates  and  sewer  service  charge 

contained  in  this  title,  to  be  effective  July  1,  1975,  shall 

terminate  on  January  1,  1976,  unless  ** 

CI)   the  Mayor  of  the  District  of  Columbi/i  submits  to 
the  Council  of  the  District  of  Columbia,  by  Hovember  15, 
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1975,  a  complete  report  substantiating  the  increased  water 
rates  and  sewer  service  charges  as  necesaitated  by  increased 
government  cost;  and 

12}      the  Council  adopts  a  resolution  (before  January  1, 
1976)  stating  that  the  Council  concurs  in  the  Mayor* s 
report-   In  the  event  auch  report  is  not  suhwitted  to  th^ 
council  by  November  15,  1975,  or  the  Council  does  not  adopt 
such  resolution  by  January  1,  1976,  then  the  water  rates  and 
sewer  service  charges  in  effect  on  June  30,  197  5  shall  again 
he  effective  beginning  January?  1,  1976, 

Sec-  706,   Section  1520c  of  Title  it 3  of  the  Oisti^lct  of 
Columbia  cod^  (D.c<  Code,  sec-  "i3- 1520c)  is  hereby  amended  by 
striking  the  second  sentence  therein  and  inserting  in  lieu 
thereof  the  following; 

••In  computing  the  charge  for  the  consumption  of  water, 
if  such  charge  is  for  a  period  beginning  prior  to  a  change 
in  water  rates  and  ending  thereafter,  such  charge  shall  be 
prorated  in  such  a  manner  as  to  charge  for  water  consumed 
prior  to  the  effective  d^te  of  such  new  water  rates  at  the 
rate  which  is  in  effect  during  that  period  of  consumption, 
and  to  charge  for  water  consumed  after  the  effective  date  at 
the  new  rates," 

TITLE  VTII  -*   IFFICTIVE  URTI,  SEVERABILITY 
Sec-  SOI  {a)   The  amendments  made  by  sections  101^  102*  201, 
and  20  3  shall  take  effect  on  the  first  day  of  the  first  month 
after  the  day  this  act  becomes  law  according  to  the  provisions 
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of  section  602(c)  of  the  District  of  Coluabia  Self-Goveriient 
and  Cover imental  Reorganization  Act. 

(b)  The  anendnent  nade  by  section  401  shall  apply  vith 
respect  to  cigarette  tax  staaps  sold  on  and  after  the  first  day 
of  the  first  iKmtb  which  begins  nore  than  thirty  days  after  the 
day  this  act  becoaes  law  according  to  the  provisions  of  section 
602(c)  of  the  District  of  Coltoibia  Self-Govern»ent  and 
Governmental  Reorganization  Act. 

(c)  The  aaendaents  made  by  section  501  shall  apply  with 
respect  to  gross  receipts  or  gross  earnings  for  the  year  ending 
June  30,  1976,  and  for  each  succeeding  year  ending  on  the 
thirtieth  day  of  June. 

(d)  The  anendaents  made  by  section  601  shall  apply  with 
respect  to  taxable  years  beginning  on  and  after  January  1,  1975. 

(e)  Title  VII  of  this  Act  shall  take  effect  on  July  1, 
1975. 

(f)  Sections  103,  104,  202,  and  602  shall  take  effect  on 
the  date  this  act  becomes  law  according  to  the  provisions  of 
section  602(c)  of  the  District  of  Columbia  Self -Government  and 
Governmental  Reorganization  Act. 

(g)  Sections  603,  604,  605,  and  609  shall  take  effect  %d.th 
taxable  years  beginning  on  and  after  January  1,  1975. 

(h)  sections  606,  607,  and  608  shall  take  effect  on  January 
1,  1976. 

(i)  .  Section  301,  with  the  exception  of  subsections  (3),  (5) 
and. (9)  of  that  section,  shall  take  effect  on  the  first  day  of 
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the   flr*?t   jnonth  which   begins  niore  than   30   dayrj   after   the 
effective  date  of   this  Act* 

ii)      Subsections     f 3) ,     (5)    and    |9)    of   section   30  1    shall    tike 
effect  on  June    1,     1975. 

(k)      Section    302 *    with   the   exc?*ption   of    subsections    {3)  *    and 
(5)    of   that   section,    shall   take   effect    on  the   first   day  of    the 
first  month  which   begins  irK>re  than   3  0   days  after  the  effective 
date  of  this  Act. 

(1)       SubsectionH     (3)- and    f5)    of   section    3  02    shall    take 
effect   on  June    1,     1976, 

Sec*    802  [a)       t£  any   provision  of   this  act,    includ'ing  any 
amendment  macSe  by   this  act,    or  th^   application   thereof   to  any 
person  or  circumstance,    is  held   invalid,    the  rcmairider  of  the 
act,    including   the  remaining   amendments,    and   the  application  of 
such  provision  to  o^-her  persons  or   circumstances  shall  not  be 
effected  thereby, 

(b)      The   repeal  or  amendment  by  this  Act  of   any   provision  of 
l«w  shall  not  affect   any  act  done  or  any  right  accrued  or 
accruing  under  such  provision  of  law  before  the   effective  date 
of  this  ftct  or  any  suit  or  proceeding  had  or  commenced  before 
the  effective  date  of   this  Act,   but  all  such  rights   and 
ilaUt>iIities    in  the  same  manner  and   to  the  same  extent,    as  if 
sucii  repeal   or  amendment  had  not  been  made. 

(c}      MI  Offenses  corrfmitted,    and  all   penalties  incurred, 
prior  to  the  effective  date  of  this  Act,   under  any  provision  of 
law  hereby  repealed  or  amended,    may  be  prosecuted  and  punished 
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in  the  Seuno  manner  and  with  the  Seune  effect  as  if  this  Act  had 
not  been  enacted. 
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An  Act  1-42 

in  the  council  op  the  district  of  columbia 

(August  13,  1975) 

To  amend  the  District  of  Columbia  Revenue  Act  of  1975  (Bill  No.  1-47). 
Be  it  enacted  by  the  Council  of  the  District  of  Columbia,  That  this  act  may 
be  cited  as  the  "District  of  Columbia  Supplementary  Revenue  Act  of  1975". 

Sec.  2.  Section  501  of  the  District  of  Columbia  Revenue  Act  of  1975  is  amended 
by  adding  the  following  paragraph  to  be  designated  as  paragraph  (b)  : 

"(b)  Every  bank,  trust  company,  and  building  association,  all  gas,  elec- 
tric lighting  and  telephone  companies,  and  all  bonding,  title,  guaranty  and 
fidelity  companies,  subject  to  the  provisions  of  Section  501(a)  of  the  Revenue 
Act  of  1975,  shall  make  and  file  a  declaration  of  estimated  tax  at  such  time 
or  times  and  under  such  conditions,  and  shall  make  payments  of  such  tax 
in  such  amounts  and  at  such  times  and  under  such  conditions  as  the  Mayor 
shall,  by  rule,  prescribe.  Such  payments  shall  not  be  in  excess  of  the  amount 
by  which  said  tax  was  incresed  by  provisions  of  this  act." 
Sec.  3.  This  act  shall  take  effect  upon  becoming  law  by  operation  of  the  District 
of  Columbia  Self-Government  and  Governmental  Reorganization  Act. 

An  Act  1-48 

IN  THE  COUNCIL  OF  THE  DISTRICT  OF  COLUMBIA 

(August  13,  1975) 

To  amend  the  District  of  Columbia  Income  and  Franchise  Tax  Act  of  1947  as 
it  affects  unincorporated  businesses. 

Be  it  enacted  by  the  Council  of  the  District  of  Columbia,  That  this  act  shall 
be  known  and  may  be  cited  as  the  ''District  of  Columbia  Unincorporated  Busi- 
ness Franchise  Tax  Revision  Act  of  1975". 

Sec  2.  Section  3(a)  (15)  of  Title  3  of  the  District  of  Columbia  Income  and 
Franchise  Tax  Act  of  1947  (D.C.  Code,  sec.  47-1557b(a)  (15))  is  amended  by 
striking  the  figure  "20"  and  inserting  in  lieu  thereof  the  figure  "55". 

Sec.  3.  This  act  shall  apply  with  respect  to  taxable  years  beginning  on  and 
after  January  1, 1975. 
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CouNciii  OP  THE  District  of  Columbia  Memorandum 

To :  Members,  District  of  Columbia  City  Council. 

Prom:  Marion  Barry,  Chairperson,  Committee  on  Finance  and  Revenue. 

Date :  July  22,  1975. 

Subject:  Committee  Report,  on  (1)  "District  of  Columbia  Unincorporated  Busi- 
ness Franchise  Tax  Revision  Act  of  1975",  and  (2)  "District  of  Columbia 
Professional  Corporation  Revision  Act  of  1975". 

j7itroduction 

Attached  (as  Attachment  "A")  is  a  memo  from  C.  Francis  Murphy,  Corpora- 
itioA  Counsel,  and  two  proposed  bills  prepared  by  Mr.  Murphy  for  the  Committee 
on  Finance  and  Revenue,  on  changes  to  the  unincorporated  business  franchise  tax. 

In  the  Revenue  Act  of  1975,  the  exclusion  of  professionals  from  paying  the 
unicorporated  business  franchise  tax  was  voted  to  be  removed.  This  special 
treatment  for  professionals  has  been  in  effect  since  1947,  and  now  most  segments 
of  the  District  community — including  substantial  numbers  of  the  professional 
community — agree  that  professionals  must  pay  their  fair  share  of  District  taxes. 

Presently,  the  "salary  allowance"  for  the  unincorporated  business  tax  is  20 
percent.  This  means  that  unincorporated  business  owners  are  able  to  take  a  20 
percent  exemption  from  their  taxable  net  income  for  their  own  personal 
salaries.  If  the  owners  are  District  residents,  they  pay  this  exemption  under 
their  personal  income  tax.  If  they  are  suburban  residents,  they  do  not  pay  any 
District  income  tax  on  this  exempted  amount. 

The  Committee  projwsed,  in  its  Committee  meeting  of  July  21, 1975,  to  increase 
this  salary  allowance  from  20  percent  to  55  i)ercent.  Moreover,  the  Committee 
proposed  to  subject  professional  corjKjrations  to  the  unincorporated  business 
franchise  tax,  to  remove  the  possibility  of  suburban  professionals  avoiding  pay- 
ment of  substatnial  amounts  of  District  unincorporated  business  taxesi  through 
incorporation. 

Committee  Reasoning 

The  salary  allowance  was  recommended  by  the  Committee  to  be  increased 
from  20  percent  to  55  percent,  for  the  following  reasons : 

1.  This  tax  on  professionals  was  initially  estimated  by  the  Department  of 
Finance  and  Revenue  to  yield  $6  million  to  $8  million.  In  fact,  the  tax  replaced 
the  1  percent  gross  receipts  tax  on  professionals,  which  would  have  raised  $7.5 
million  from  this  group.  However,  in  the  form  passed  in  the  Revenue  Act,  the 
tax  would  yield  (in  a  revised  estimate  of  the  Department  of  Finance  and  Reve- 
nue) nearly  $21  million.  Since  the  present  unincorporated  business  tax  yields 
no  revenues  at  all  from  professionals,  and  presently  yields  only  $4.3  million  from 
all  unincorporated  businesses,  a  new  12  percent  business  income  tax  on  profes- 
sionals yielding  $21  million  raises  concern  by  some  that  this  sector  may  be 
* 'excessively"  taxed. 

2.  Even  with  the  increase  in  salary  allowance  to  55  percent,  the  tax  will  still 
yield  $8.0  million  over  last  year's  level  of  $4.3  million  (when  the  tax  did  not 
apply  to  professionals).  Thus,  professionals  will  now  be  paying  a  heavy  but 
fair  share  of  the  D.C.  tax  burden,  whereas  they  were  formerly  excluded  from 
paying  the  tax  altogether. 

3.  The  salary  allowance  increase  applies  to  aU  unincorporated  business,  "pro- 
fessional" and  "non-professional"  alike.  The  salary  allowance  is  particularly 
needed  for  all  unincorporated  businesses,  now  that  the  tax  rate  has  been  raised 
to  a  one-year-only  rate  of  12  percent.  It  should  be  noted  that  corporations  may 
take  salary  allowances  up  to  any  "reasonable"  level. 

4.  Suburban  residing  professionals  who  work  in  D.C.  are  liable  for  all  D.C. 
unincorporated  business  net  income  on  their  home  states*  personal  income  tax 

(in  addition  to  paying  tax  on  the  business  income  in  the  District).  An  increase 
in  the  salary  allowance  from  20  percent  to  55  percent  will  ease  alleged  "over- 
taxation" problems,  until  such  time  as  Maryland  and  Virginia  are  able  to  amend 
their  tax  laws  so  that  income  taxed  in  the  District  is  not  also  subject  to  tax 
again  in  Maryland  and  Virginia.  District  resident  professionals  are  not  faced 
with  the  problem  of  paying  tax  on  the  same  income  under  two  separate  taxes, 
since  only  the  net  taxable  income  which  is  not  subject  to  the  unincorporated 
business  franchise  tax  is  subject  to  the  D.C.  personal  income  tax. 

Following  is  the  Committee  reasoning  in  support  of  the  "District  of  Columbia 
JProfessional  Corporation  Revision  Act  of  1975":  Corporations  have  no  "salary 


58-735  0—75 


Digitized  by 


Google 


512 

allowance"  restrictions.  They  may,  for  example,  devote  80  percent  of  their 
income  to  salaries.  However,  unincorpoirated  businesses  are  limited  to  a  55  per- 
cent salary  allowance  (under  this  Committee  proposal).  Thus,  suburban-residing 
professionals  who  work  in  D.C.  have  an  incentive  to  avoid  paying  D.C.  taxes 
by  incoriwrating. 

The  proposed  legislation  treats  "professional  corporations"  as  unincorporated 
businesses  for  tax  purposes,  thereby  removing  the  incentive  to  incorporate. 

Alternatives  Considered 

Three  alternatives  to  amend  this  tax  were  considered  (see  Attachment  "B"). 
(1)  A  iy2  percent  or  2  percent  of  gross  receipts  "cap"  on  net  taxable  income, 
whereby  the  amount  of  net  income  tax  to  be  paid  would  not  exceed  a  l^^  per- 
cent or  2  percent  of  gross  receipts  ceiling,  (2)  The  salary  allowance  increase,  the 
subject  of  present  discussion,  and  (3)  a  straight  1  percent  gross  receipts  tax  on 
professionals  only. 

The  gross  receipts  "cap",  alternative  (1)  above,  was  not  considered  by  Corpo- 
ration Counsel  to  be  suflSciently  defensible,  legally,  since  it  would  provide  for 
undue  discrimination  between  firms  with  identical  net  incomes  but  different 
gross  receipts.   (Again,  refer  to  the  Attachment  "A"  memo). 

Alternative  (3),  a  straight  1  percent  gross  receipts  tax  just  on  professionals, 
was  also  considered  by  Corporation  Counsel  to  be  indefensible  legally.  The 
Corporation  Counsel's  oflSce  states  that  it  is  an  unreasonable  classification  to 
have  a  gross  receipts  tax  only  for  "professionals",  while  subjecting  all  other 
unincorporated  businesses  to  a  12  percent  net  income  tax. 

The  only  other  acceptable  (for  reasons  outlined  above)  alternative  thus 
became  the  salary  allowance  increase. 

FY  16  Impact 

Including  professionals  in  the  unincorporated  business  franchise  tax,  with  a 
55  percent  salary  allowance,  brings  in  an  added  $8.0  million  over  fiscal  year  1975 
revenues. 
Long  Term  Impact 

The  soon-to-be-formed  Taxation  Revision  Commission  will  study  carefully  the 
whole  issue  of  professionals  taxation,  to  see  if  modifications  to  this  fiscal  year 
1976  proposal  are  in  order. 

Attachment  "A" 

Government  of  the  District  of  Columbia, 

Office  of  the  Corporation  Counsel, 

Washington,  D.C,  July  21, 1975. 

Memorandum  to :  Marion  Barry,  Chairman,  Committee  on  Finance  and  Revenue. 
From  :  C.  Francis  Murphy,  Corporation  Counsel,  D.C. 

In  Re :  The  Unincorporated  Business  Franchise  Tax  Section  of  the  Councirs 
Revenue  Act  of  1975. 

In  response  to  your  memorandum  of  July  16,  1975,  regarding  professionals  and 
the  unincorporated  business  tax,  legislation  subjecting  professional  cori)orations 
to  the  unincorporated  business  franchise  tax  is  attached  in  bill  form. 

In  paragraph  (2)  of  your  memorandum,  you  ask  that  legislation  be  prepared 
to  "place  a  1^  percent  of  gross  receipts  'cap'  on  the  amount  of  unincorporated 
business  net  income  tax  paid."  In  my  judgment,  however,  the  imposition  of  an 
unincorporated  business  franchise  tax  not  to  exceed  1%  percent  of  gross  receipts 
would  discriminate  between  taxpayers  having  identical  amounts  of  taxable  in- 
come for  utilizing  the  same  privilege  of  engaging  in  a  trade  or  business  and  such 
an  approach  is  of  doubtful  legal  validity.  For  example,  the  owner  of  unincorpo- 
rated business  "A"  with  gross  receipts  of  $100,000  and  a  taxable  income 
of  $30,000  would  be  subject  to  a  tax  of  $3,600  (assuming  a  rate  of  12  percent). 
With  a  maximum  tax  limitation  of  1%  percent  of  his  gross  receipts,  he  would  pay 
$1500.  The  owner  of  unincorporated  business  "B",  with  gross  receipts  of  $200,000, 
and  a  taxable  income  of  $30,000,  would  be  subject  to  a  tax  of  $3,600  (assuming  a 
rate  of  12  percent).  With  a  maximum  tax  limitation  of  1^  percent  of  his  gross 
receipts,  however,  he  would  pay  a  tax  of  $3000. 

The  District's  unincorporated  business  franchise  tax  is  predicated  upon  the 
"privilege  of  doing  business"  and  it  imposition  is  measured  by  taxable  income. 
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utilization  of  a  xaaximum  of  tax  to  be  paid  based  upon  a  percentage  of  gross 
receipts  would  change  the  basis  of  tlie  tax  and,  in  effect,  impose  different  rates 
of  tax,  as  seen  from  the  example  above,  for  the  exercise  of  the  same  privilege. 
Finally,  proposed  legislation  amending  the  District  of  Columbia  Income  and 
Franchise  Tax  Act  of  1947,  to  allow  a  change  in  the  percent  of  income  deductible 
for  salaries  of  owners  or  members  of  unincorporated  businesses,  is  also  attached 
in  a  separate  bill. 

A  BILL 


In  the  Council  of  the  District  of  Columbia 


Councilmember  Marion  Barry,  Jr.  introduced  the  following  bill  which  was  re- 
ferred to  the  Committee  on ' . 

To  :amend  the  District  of  Columbia  Income  and  Franchise  Tax  Act  of  1947 
as  it  Jiffects  unincorporated  businesses. 

Be  it  enacted  by  the  Council  of  the  District  of  Columbia,  That  this  Act  shall 
be  fcnown  and  may  be  cited  as  the  "District  of  Columbia  Unincorporated  Business 
Franchise  Tax  Revision  Act  of  1975." 

Sec.  2.  Section  3(a)  (15)  of  Title  3  of  the  District  of  Columbia  Income  and 
Franchise  Tax  Act  of  1947  (D.C.  Code,  sec.  47-1557b(a)  (15) )  is  amended  by 
sticking  the  figure  "20"  and  inserting  in  lieu  thereof  the  figure  "55". 

Sec.  3.  This  Act  shall  apply  with  respect  to  taxable  years  beginning  on  and 
after  January  1, 1975. 

A  BILL 


In  the  Council  of  the  District  of  Columbia 


Oouncilmember  Marion  Barry,  Jr.  introduced  the  following  bill  which  was  re* 
ferred  to  the  Committee  on . 

To  amend  the  District  of  Columbia  Professional  Corporation  Act  of  1971  as 
it  affects  the  imposition  of  corporate  franchise  taxes. 

Be  it  enacted  by  the  Council  of  the  District  of  Columbia,  That  this  Act  shall 
be  known  and  may  be  cited  as  the  "District  of  Columbia  Professional  Corpora- 
tion Revision  Act  of  1975". 

Sec.  2.  Section  21  of  the  District  of  Columbia  Professional  Corporation  Act 
<D.C.  Code,  sec.  29-1101  et  seq.)  is  amended  to  read  as  follows : 

Sec.  21.  Notwithstanding  any  other  provisions  of  this  act  a  professional  cor- 
poration incorporated  under  this  act,  and  a  foreign  professional  corporation 
obtaining  a  certificate  of  authority  to  render  a  professional  service  in  the  Dis- 
trict of  Columbia  in  accordance  with  the  provisions  of  Section  14  of  this  act, 
which  carries  on  or  engages  in  any  trade  or  business  in  the  District  of  Columbia 
sh-all,  for  the  purpose  of  the  imposition  of  a  franchise  tax  under  the  District 
of  Columbia  Income  and  Franchise  Tax  Act  of  1947,  be  considered  and  treated 
&s  an  unincorporated  business  as  defined  in  Title  8  of  said  District  of  Columbia 
Income  and  Franchise  Tax  Act  of  1974,  and  not  as  an  incorporated  business, 
and,  (1)  be  allowed  the  exemption  of  $5,000  to  be  deducted  from  the  taxable 
income  of  an  unincorporated  business,  as  provided  by  Section  4  of  Title  8  of 
said  Income  and  Franchise  Tax  Act,  (2)  in  addition  to  all  other  applicable 
provisions  of  said  Income  and  Franchise  Tax  Act,  be  subject  to  the  limitation 
contained  in  the  first  proviso  in  paragraph  15  of  Section  3  of  Title  3  of  the 
District  of  Columbia  Income  and  Franchise  Tax  Act  of  1947,  the  words  "in- 
deduction  for  services  rendered  by  the  individual  owners  or  members  actively 
engaged  in  the  conduct  of  an  unincorporated  business.  For  the  purpose  of  the 
application  of  the  first  proviso  in  paragraph  15  of  Section  3  of  Title  3  of  said 
District  of  Columbia  Income  and  Franchise  Tax  Act  of  1947,  the  words  "in- 
dividual owners  or  members  actively  engaged  in  the  conduct  of  the  unincorporated 
business"  shall  mean,  in  the  case  of  a  professional  corporation,  any  shareholder 
of  such  corporation  who,  for  compensation,  renders  professional  services  on 
behalf  of  the  corporation  of  which  he  is  a  share-holder,  but  shall  not  include 
any  other  person  who  is  employed  by  the  corporation  to  render  to  the  corpora- 
tion any  service,  whether  professional  or  otherwise,  and  for  which  such  service 
such  person  is  compensated  as  an  oflBcer,  employee  or  agent." 

Sec.  3.  This  Act  shall  apply,  for  purposes  of  the  application  of  the  District 
of  Columbia  Income  and  Franchise  Tax  Act  of  1947,  with  respect  to  taxable  years 
beginning  on  and  after  January  1,  1975. 
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Attachment  "B" 

Council  of  the  District  of  Columbia 

memorandum 

To :  Ken  Back,  Director,  Department  of  Finance  and  Revenue. 
From :  Marion  Barry,  Chairperson,  Committee  on  Finance. 
Date :  July  14, 1975. 
Subject :  Professionals  in  the  Unincorporated  Business  Tax. 

As  you  know,  we've  been  reviewing  jwtential  alternatives  to  the  presently 
structured  method  of  including  professionals  in  the  unincorporated  business  fran- 
chise tax  (the  **UB"  tax). 

I  would  like  to  invite  you  and/or  other  representatives  of  your  office  to  attend 
a  meeting  in  room  501  of  the  District  Building,  on  Monday,  July  21,  1975,  at  3 
p.m.,  to  discuss  the  policy  alternatives.  We  would  like  Billy  Cook  to  be  one  of 
your  representatives,  and  possibly  Ray  Maltagliati  (if  he  is  available).  By  copy 
of  this  memo,  I'm  also  requesting  the  presence  of  Mr.  C.  Francis  Murphy  and/or 
any  representative (s)  he  may  designate. 

To  have  a  fruitful  meeting,  it  will  be  necessary  to  have  certain  facts  and 
policy  guidance  about  each  of  the  proposed  alternatives.  In  approximate  order 
of  preference,  following  are  the  alternatives  we  are  now  considering : 

(1)  Cap  on  Unincorporated  Business  (UB)  Tax 
To  avoid  excessively  burdening  firms  which  derive  most  of  their  income  from 
personal  services  and  which  have  relatively  little  equipment  and  other  non- 
salary  expenses,  a  cap  of  1.5  percent  of  gross  receipts  could  be  placed  on  the 
amount  of  UB  tax  paid.  How  much  revenues  would  the  UB  tax  yield  if  it  had 
this  cap?  (The  cap  would  be  applied  to  all  UB's,  professional  and  "non-profes- 
sional" alike.)  What  should  be  the  size  of  the  cap  if  we  set  a  goal  for  revenues 
from  professionals  at  $8.0  million  ? 

(2)  Increase  Salary  Allowance,  The  present  20  percent  salary  allowance  could 
be  increased  to,  say,  65  percent.  This  would  lessen  the  amount  of  income  subject 
to  the  UB  tax.  We  would  capture  this  excluded  income  only  for  D.C.  residents 
filing  personal  income  tax  returns.  Thus  such  a  provision  primarily  aids  sub- 
urban residing  professionals  who  are  presently  required  to  pay  both  District 
UB  taxes  and  personal  income  taxes  in  their  own  state  of  residence  on  the  full 
amount  of  net  business  income.  What  size  would  the  salary  allowance  have  to 
be  to  yield  about  $8.0  million?  In  making  this  computation,  the  salary  allowance 
would  be  the  same  for  everyone,  professional  and  "non-professionals"  alike. 

(3)  1%  Qross  Receipts  Tax.  A  third  policy  alternative  would  be  to  drop  the 
inclusion  of  professionals  in  the  UB  tax,  and  instead  institute  a  1  percent  **pro- 
fessionals  gross  receipts  tax".  What  would  be  the  revenue  from  this  tax  (as- 
suming no  $26,000  or  other  level  of  exemption)  ?  How  would  you  design  such 
a  tax  so  as  to  yield  $8.0  million? 

We  look  forward  to  receiving  this  data  and  policy  guidance  by  Thursday, 
July  17, 1975.  Your  cooperation  is  greatly  appreciated. 
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Commonwealth  of  Virginia, 

Department  of  Taxation, 
Richmond,  Va.,  October  21, 1915. 
Hon.  Romano  L.  Mazzoli, 

Chairman,  Subcommittee  on  Fiscal  Affairs,  Committee  on  the  District  of  Colum- 
hia,  Longworth  House  Office  Building,  Washington,  D.C. 

Dear  Congressman  Mazzoli:  I  am  enclosing  an  example  that  compares  the 
tax  treatment  under  original  and  current  proposals  for  an  unincorporated  busi- 
ness tax  on  professionals  who  are  Virginia  residents  and  conduct  business  in  the 
District  of  Columbia  with  treatment  in  Alexandria,  Virginia.  You  requested  that 
I  submit  this  information  when  I  testified  before  your  subcommittee  on  Septem- 
ber 17. 

This  example  shows  that  under  either  of  the  proposed  unincorporated  business 
taxes  Virginia  professionals  would  incur  a  substantially  greater  business  tax 
liability  in  the  District  than  in  Alexandria,  Virginia.  The  business  tax  liability 
in  D.C.  for  the  professional  in  the  example  would  be  from  3  to  6  times  greater 
than  in  Virginia. 

In  addition,  you  will  note  that  the  larger  District  business  tax  liabilities  re- 
duce the  individual's  Virginia  taxable  income  to  a  much  greater  extent  than  the 
business  license  tax  imposed  by  Alexandria.  This  would  be  true  for  all  localities 
in  Northern  Virginia  that  impose  business  license  taxes.  For  the  example  we  have 
prepared,  the  deduction  for  the  originally  proposed  unincorporated  business  tax 
reduces  Virginia  income  tax  liability  by  $224  more  than  the  deduction  granted 
for  the  Alexandria  business  license  tax.  For  the  current  proposal,  Virginia  income 
tax  liability  is  reduced  by  $138  more  than  for  the  business  license,  still  a  substan- 
tial amount.  We  can  see  that  either  of  these  proposals  would  translate  into  a 
significant  amount  of  Virginia  individual  income  tax  revenue  when  we  consider 
the  entire  professional  community  in  Northern  Virginia. 

I  hope  this  information  will  be  helpful  to  you  in  your  deliberations.  I  still  feel 
that  the  original  and  amended  proposals  are  unlawful  and  therefore  unable  to  be 
enacted  by  the  District  Government.  If  I  can  answer  further  questions  on  this 
subject,  please  do  not  hesitate  to  call  on  me. 
Sincerely, 

W.   H.   FOBST, 

State  Tax  Commissioner. 
Enclosure. 
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The  Bab  Association  of  the  District  op  Columbia, 

Washington,  D.G.,  Octoler  28, 1975, 
Re  Hearings  on  D.C.  Revenue  Act  of  1975,  September  19, 1975. 
Hon.  Romano  L.  Mazzoli, 

Chairman,  Suhcommdttee  on  Fiscal  Affairs,  House  District  Committee,  Long- 
worth  Building,  Washington,  D.C. 

Deab  Congressman  Mazzoli  :  During  the  course  of  my  testimony  with  respect 
to  the  extension  of  the  D.C.  unincorporated  business  tax  to  professionals  and 
other  personal  service  businesses,  I  referred  to  the  total  lack  of  public  hearings 
or  input  from  the  legal  community  on  the  proposed  tax  prior  to  its  adoption  by 
the  City  Council. 

To  avoid  any  erroneous  implication  from  these  facts,  you  and  the  subcom- 
mittee should  know  that  after  final  action  by  the  Council  on  June  24,  1975, 
opportunities  were  afforded  to  members  of  the  Bar  Associations  and  other  inter- 
•ested  professional  groups  to  meet  with  Council  and  staff  members  to  discuss 
possible  modifications  in  the  tax  as  it  had  been  enacted.  These  meetings  included 
an  open  meeting  of  the  Council's  Committee  on  Finance  and  Revenue,  chaired 
l>y  the  Honorable  Marion  Barry,  at  which  representatives  of  the  various  profes- 
sional groups  were  allowed  to  participate  directly  with  Committee  members  in 
a  debate  on  the  subject.  A  Supplemental  Revenue  Act,  raising  the  salary  allow- 
ance from  20%  to  55%,  resulted  from  these  meetings.  Unfortunately,  the  modi- 
fications permitted  were  simply  not  sufficient  to  overcome  the  major  deficiencies 
in  the  tax  as  structured. 

While  the  meetings  that  were  held  are  not,  in  my  opinion,  an  adequate  substi- 
tute for  public  hearings  before  legislation  passes,  I  nevertheless  believe  the 
Council  acted  in  a  responsible  manner  in  recognizing  a  flaw  in  its  procedures 
and  in  taking  the  action  it  did  in  an  effort  to  remedy  that  defect.  As  I  stated  in 
my  testimony,  our  goal  throughout  has  been  to  establish  open  lines  of  com- 
munication with  the  Council,  so  that  we  might  work  together  on  all  matters  of 
mutual  interest.  The  meetings  held  after  the  tax  was  originally  enacted  indicate 
that  this  type  of  cooperation  may  well  be  possible. 
Sincerely, 

David  N.  Websteb,  President. 
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SUBCOMMITTEE  DISPOSITION  OF  H.  CON.  RES.  37a 

Charter  Not  Violated 

Mr.  Mazzoli.  Perhaps  the  Chair  will  be  permitted  to  make  a  few 
observations  at  this  point. 

Having  sat  here  through  virtually  all  of  Wednesday  and  all  of 
today  and  hearing  the  questions  and  listening  to  the  evidence  and 
asking  a  considerable  number  of  questions  myself,  my  personal  feel- 
ing is  that — and  it  is  no  secret — I  think  the  District  of  Columbia  has 
not  exceeded  its  authority  and  not  violated  the  section  602  of  the 
Home  Eule  Act. 

I  think  it  has  not  done  anything  in  a  way  to  impinge  harmfully 
on  the  Federal  interest  in  this  Federal  city. 

I  think,  however,  that  questions  have  been  raised  in  good  faith  about 
whether  or  not  hearings  were  held  and  whether  or  not  this  particular 
package  is  this  best  package. 

D.c.  council's  anticipated  amendments 

I  am  told  that  today  Mr.  Sterling  Tucker,  who  is  Chairman  of  the 
D.C.  City  Council,  had  a  press  conference  and  issued  a  statement 
indicating  that  on  Monday  following  weekend  deliberations  he  will 
introduce  a  revised  approach  to  the  professional  tax. 

The  Chairman,  Mr.  Tucker,  indicates  that  following  normal  City 
Council  procedures  these  measures  would  be  available  for  signature 
by  the  Mayor  in  late  October.  I  am  not  persuaded  that  that  time  limit 
is  the  best  time  frame  to  follow.  I  do,  however,  think  that  this  com- 
mittee at  this  point  would  be  perhaps  hasty  and  maybe  even  improvi- 
dent if  it  took  action  at  this  point. 

I  would  personally  feel  and  it  is  subject  to  the  ultimate  vote  of 
this  committee,  that  this  committee  delay  action. 

We  have  scheduled  hearings  on  next  Wednesday  at  10  o'clock  in 
the  morning.  We  have  the  room  reserved.  We  will  have  had  at  that 
time  a  chance  to  study  what  now  are  at  this  point  unestablished  new 
arrangements  by  City  Council.  I  might  add  that  the  City  Council 
invites  all  interested  parties  to  appear  and  make  statements  and  to 
make  comments  on  these  new  proposals. 

I  would  think  that  next  week  we  would  be  better  prepared  to  do 
our  work.  In  addition  to  that,  we  asked  the  city  to  do  our  work. 
In  addition  to  that,  we  asked  the  city  to  provide  certain  information 
on  estimates  of  the  cost  of  the  Gude  bill,  estimates  of  the  cost  of  their 
alternatives,  and  they  came  in  Wednesday  with  some  alternatives. 
We  asked  the  tax  commissioner  for  the  State  of  Virginia  to  provide 
estimates  of  the  cost  of  the  various  alternatives  to  the  State  of  Vir- 
ginia, their  net  loss  or  net  gain,  and  that  information  of  course  is  not 
yet  forthcoming. 
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So  in  addition  to  the  propriety  of  delaying,  until  after  City  Coun- 
cil who  I  think  has  ultimate  jurisdiction  has  made  its  revelations  of 
this  coming  Monday,  I  would  hope  that  this  committee  would  go 
along  with  a  recess  and  a  delay  of  further  action  of  this  subcommit- 
tee until  next  Wednesday  because  at  that  point  we  would  be  in  a 
iDetter  position  to  take  final  action. 

I  am  sure  that  is  going  to  be  debated,  so  perhaps  the  gentleman  from 
Connecticut  would  wish  to  speak. 

Mr.  McKiNNEY.  I  certainly  have  no  aversion  to  Wednesday's  meet- 
ing, and  I  would  plan  to  attend.  I  do  feel,  however,  that  we  do  have  a 
responsibilitjr  here.  I  myself  would  be  inclined  to  probably  vote  against 
any  congressional  action  in  the  full  committee  which  would  be  a  de- 
finitive move.  Bat.  at  the  same  time,  I  think  I  have  a  responsibility 
to  this  city  to  try  and  express  to  the  City  Council  my  feeling  that 
there  has  not  been  proper  input  into  this,  my  feeling  that  it  is  basically 
counterproductive  in  the  long  run,  that  it  is  regressive. 

COMMUTER    TAX 

I  certainly  have  no  objection  to  a  commuter  tax,  and  at  this  point 
I  will  state  I  will  enter  a  commuter  tax  into  the  pot,  so  to  speak,  as  soon 
as  it  is  written.  But  I  think  that  this  is  a  counterproductive  urban  tax 
which  is  one  more  stroke  to  lead  an  urban  center  down  the  same  drain 
that  New  York  City  has  gone  and  most  of  our  cities  are  going. 

I  think  that  as  Congressmen,  we  have  been  remiss  in  the  amount  of 
our  Federal  payment.  I  think  that  we  have  been  remiss  in  leaving  the 
city  in  a  position  where  the  City  Council  has  to  come  up  with  this 
kind  of  a  gobbledygook  tax,  a  tax  rejected  by  almost  every  State  in 
the  Union  except  two  at  the  present  moment. 

But  I  for  one  having  read  Sterling's  statement  where  in  his  view 
these  hearings  have  reenforced  his  position,  would  have  to  disagree 
because  in  my  view  these  hearings  have  clearly  demonstrated  the 
unwiseness  of  this  tax. 

I  think  City  Council  should  in  all  due  credence  to  the  citizens  and 
the  taxpayers  of  Washington,  D.C.,  have  the  same  type  of  hearings 
and  the  same  type  of  input  we  have  here.  As  an  expression  of  my  de- 
sire for  negotiation  on  the  City  Council,  I  am  going  to  move  House 
Concurrent  Resolution  370. 

Mr.  Whalen.  I  will  second  it. 

Mr.  MA.ZZ0LI.  The  pending  business,  then,  is  the  resolution  of  the 
gentleman  from  Ohio  by  Mr.  Harsha  which  is  to  disapprove  the  entire 
package  of  legislation  before  the  committee  which  is  the  entire  Dis- 
trict of  Columbia  tax  bill  for  1975. 

The  Chair  is  open  to  the  gentleman  from  the  District.  The  gentle- 
man is  recognized  for  5  minutes  on  the  proposals. 

Mr.  Fatjntroy.  I  wish  to  associate  myself  with  the  remarks  from 
the  chairman  indicating  that  there  are  a  number  of  questions  unan- 
swered. Many  requests  have  been  made  that  will  equip  all  of  us  better 
to  vote  on  the  question  of  what  the  revenue  package — whether  it  should 
be  approved  or  disapproved. 

Candidly,  all  of  us  have  agreed  that  we  do  want  to  avoid  any  defini- 
tive action  by  the  Congress  or  a  committee  of  the  Congress  to  compro- 
mise the  integrity  of  the  legislative  process  that  we  have  established 
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under  the  new  government.  I  think  the  City  Council  and  the  city  gov- 
ernment have  been  very  responsive  to  questions  raised  by  witnesses 
here,  by  Members  of  the  Confess,  and  have  publicly  indicated  that 
they  are  prepared  to  respond  in  a  timely  fashion  to  the  reservations 
that  have  been  registered  here  on  the  Hill. 

I  think  a  vote  on  the  subcommittee  level  on  a  resolution  of  disap- 
proval is  not  only  unnecessary  but  establishes  an  uncomfortable  prece- 
dent which  I  think  we  need  not  deal  with  at  this  time. 

I  would  urge  my  colleagues  on  the  committee  to  support  the  judg- 
ment of  the  chairman  in  this  regard  and  at  least  take  a  look  at  how 
serious  the  gesture  on  the  part  of  the  City  Council  to  accomplish  what 
all  of  us — most  of  us  here — ^want  to  accomplish,  and  that  is  a  resolu- 
tion of  this  question  that  involves  no  congressional  action  at  all. 

Mr.  Mazzoli.  Would  the  gentleman  yield?  I  think  the  gentleman 
has  made  a  very  pertinent  statement.  I  would  think  this  would  be  an 
absolute  slap  in  the  face  of  the  City  Council.  If  there  ever  was  a  way 
to  chastise  people,  errant,  misbehaving  people,  this  is  it. 

People  will  say  this  is  the  voice  of  Congress  saying  to  the  City  Coun- 
cil you  made  a  mistake.  Go  back  to  the  drawing  board  and  do  it  right, 
and  when  you  have  cured  yourself  of  the  naughty  tendencies,  come 
back. 

I  would  hope  that  our  committee,  recognizing  that  the  City  Council 
should  be  the  court  of  last  resort,  should  not  be  the  prime  mover  of 
the  new  bill,  of  a  new  compromise  arrangement ;  it  seems  to  me  this 
would  be  hasty  action. 

I  would  join  the  gentleman  from  the  District  of  Columbia  whose 
city  this  is,  who  lives  here,  who  understands  the  problems  of  starting 
a  new  city  government  with  all  of  the  pitfalls  and  all  the  problems  and 
all  the  difficulties.  I  would  hope  the  subcommittee  could  see  its  way 
clear  to  give  the  City  Council  a  vote  of  confidence,  give  it  a  vote  of 
confidence  now  knowing  it  is  a  short-term  proposition  at  best  and  let 
them  be  about  their  business  this  weekend  and  have  their  meetings 
and  their  publicity,  and  then  I  think  we  could  make  a  real 
contribution. 

Mr.  Fauntroy.  Let  me  modify  your  metaphor.  I  think  it  would  not 
be  a  slap  in  the  face  but  a  slap  in  the  rear,  inasmuch  as  the  council  has 
said  we  are  turning  around  and  going  back. 

By  this  action  we  would  be  leaving  it  to  them.  [Laughter.] 

Mr.  McKiNNEY.  I  would  like  to  answer  the  questions. 

I  have  to  say  that  I  somewhat  resent  the  Chair's  implication  that  I 
am  slap])ing  the  City  Council,  because  I  have  supported  the  City 
Council  in  this  city  on  the  House  and  the  floor  as  much  as  any  Con- 
gressman that  now  serves  in  this  Congress. 

What  I  am  talking  about  is  that  nothing  we  do  today — ^there  is  not 
a  thing  we  could  do  today  that  cannot  be  undone  on  Wednesday. 

The  City  Council  will  meet  this  weekend  and  Monday  and  Tuesday 
supposedly,  we  are  told,  to  come  up  with  a  compromise  they  can  pre- 
sent on  Wednesday.  This  action  today  can  be  undone  without  any 
problem  to  anybody.  There  is  nothing  I  can  do  today  that  binds  on 
the  Congress. 

We  have  the  fact  that,  for  instance  Mr.  Gude's  resolution  was  with- 
held upon  Mr.  Fauntroy's  request  that  the  City  Council  would  come 
forth  with  alternatives.  No  alternatives  came  forth.  We  have  a  state- 
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ment  that  the  City  Council  will  meet.  Yet  Congress  has  determined 
many  times,  and  we  know  from  human  nature,  that  no  legislative 
group,  which  the  City  Council  is,  is  monolithic.  There  is  no  one  person 
who  can  speak  for  the  City  Council. 

How  do  you  go  into  a  negotiating  period  on  a  major  subject  and 
say  please  do  something?  What  you  are  simply  saying  is  there  are 
powers  on  both  sides.  It  seems  to  me  that  when  we  pass  this  Friday 
with  15  days  left,  somehow  or  other  this  Congress  should  express— 
and  this  Congressman  should  express— City  Council,  please  recon- 
sider some  of  your  motions.  I  am  not  slapping  them  in  the  face. 

Should  this  resolution  pass  and  get  to  the  main  committee,  and* 
should  nothing  happen  or  change,  I  will  vote  against  this  resolution 
in  the  main  committee  because  that  is  how  firmly  I  believe  in  home 
rule. 

There  is  no  way  for  me  to  express  a  negotiating  theory  or  thought 
without  expressing  it  by  vote.  I  am  limiting  it  to  that  though  I  pay 
taxes  in  the  city  of  Washington,  I  cannot  vote  in  the  city  of  Wash- 
ington. I  can  by  this  turn  around  and  say  would  you  please,  not  with 
a  slap  in  the  face,  not  with  a  kick  in  the  behind,  would  you  please 
negotiate  public  hearings  and  reconsider  this  action. 

And  after  that  time  because  I  think  home  rule  is  so  right,  I  will  go 
along  with  you.  I  have  to  represent  myself  and  say  your  action  is 
wrong,  ill  advised,  unseemly  and  I  know  why  you  made  it  because  we 
haven't  had  the  guts  to  give  the  city  of  Washington  the  proper  taxing 
powers  it  deserves. 

I  as  a  Congressman  will  do  something  about  that.  That  is  my  pledge. 
But  at  the  same  time  I  don't  think  it  is  a  slap  in  the  face  of  the  City 
Council  for  me  to  turn  around  and  say  Sterling,  everyone  else,  there 
is  great  unhappiness  with  this,  it  seems  unfair,  most  States  have 
turned  down  this  type  of  taxation.  Go  back  and  take  a  look  at  it.  I  am 
continually  told  to  go  back  and  take  a  look  at  things  every  2  years 
myself. 

Mr.  Mazzoli.  I  thank  the  gentleman  and  let  me  apologize  if  he  took 
offense  about  my  statement  about  a  slap  in  the  face.  I  was  trying  to 
put  myself  in  the  shoes  of  the  City  Council. 

Obviously  the  gentleman  has  not  so  intended  this.  Does  anybody 
else  seek  recognition  on  talking  for  or  against  the  Harsha  resolution, 
H.  Con.Ees.  370? 

[No  response.] 

Mr.  Mazzoli.  All  those  members  in  favor  of  adopting  House  Con- 
current Resolution  No.  370  will  signify  by  raising  their  hands.  Mem- 
bers of  the  subcommittee  who  oppose  the  passage  of  House  Concurrent 
Resolution  370  raise  their  hands. 

Mr.  Fauntroy.  Mr.  Chairman,  there  are  proxies  to  be  registered 
on  this. 

Mr.  Mazzoij.  The  gentleman  from  Connecticut  controls  proxies  and 
perhaps  he  can  vote  his  proxies  and  identify  them. 

The  Chair  then  will  call  the  proxy  of  Congressman  Rees,  and  Con- 
gressman Rees  votes  nay. 

The  Chair  will  call  the  proxy  of  Congressman  Dellums,  and 
Congressman  Dellums  votes  nay. 

Mr.  Fauntroy.  Do  we  not  have  a  proxy  from  the  chairman  of  the 
committee  ? 


Digitized  by 


Google 


522 

Mr.  M^zzoLi.  The  question  lias  been  raised  about  the  proxy  of  the 
chairman.  I  have  in  my  hand  the  proxy  of  Chairman  Diggs.  I  under- 
stand there  is  some  question  about  Avhetlier  it  would  be  cast.  In  order 
to  make  the  point  I  will  cast  the  proxy  of  Congressman  Diggs,  chair- 
man of  the  committee,  and  Congressman  Diggs  would  vote  no. 

]Mr.  McKixxEY.  I  would  respectfully  cast  the  ex  officio  ballot  of 
Coiiirressman  Gude  and  he  Azotes  yes. 

^Ir.  Fauxtkoy.  I  raise  the  question  whether  or  not  that  submission 
would  not  be  in  violation  of  the  rules  of  the  House  and  the  committee 
with  respect  to  the  apportionment  of  members  of  a  committee. 

Mr.  Mazzoij.  The  gentleman  raises  a  point  and  the  Chairman  has 
had  a  chance  to  look  at  the  matter  a  bit.  The  essence  of  the  problem  is, 
there  is  some  question  as  to  whether  or  not  Congressman  Gude  actually 
has  a  right  to  vote  in  this  subcommittee,  by  proxy  or  were  he  here 
in  person. 

There  is  some  question  as  to  whetlier  or  not  the  gentleman  from 
Maryland,  Mr.  Gude,  has  voluntarily  waived  his  position  as  ranking 
minority  member  on  this  subcommittee.  If  the  gentleman  from 
Connecticut  wishes  to  address  himself  to  tlie  point  at  controversy,  and 
then  we  will  hear  from  the  committee  coimsel. 

Mr.  McKixxEY.  I  would  put  into  the  record  the  second  paragraph 
of  the  letter  sent  from  Congressman  Gude  of  Mar^^land  to  the  chair- 
man of  the  committee : 

"Paragraph  5  of  the  rules  provides  as  follows; 

The  Chairman  and  the  ranking  minority  Member  of  the  fuU  Committee  shaU 
be  ex  officio  Members  of  aU  subcommittees  and  special  subcommittees  with  the 
right  to  vote  thereon ;  provided  that  the  ranking  minority  Member  of  the  full 
Committee  may  waive  his  right  to  membership  on  one  or  more  subcommittees. 

"I  have  not  given  up  my  right.  Therefore  I  Avould  trust  that  my 
proxy  would  be  honored  should  !Mr.  McKinney  choose  to  exercise  it." 
Ms.  Martin.  [General  Counsel.] 

HOUSE  DEMOCRATIC  CAUCUS  RULES 

We  checked  with  Mr.  Beeman,  the  Director  of  the  Democratic 
Caucus  about  our  own  rules  with  respect  to  this  matter,  as  well  as  the 
Democratic  Caucus  rules.  I  have  copies  of  Democratic  Caucus  rules  I 
would  be  happy  to  pass  out  to  the  members.  The  Democratic  Caucus 
rule  M(3)  (a)  (4)  states  that  "party  representations  on  each  subcom- 
mittee, including  any  ex-oflScio  members,  shall  be  no  less  favorable 
to  the  Democratic  Party  then  the  ratio  for  the  full  House  committee." 

Our  rules,  P(7),  adopted — follows  the  Democratic  Caucus  rules 
and  sets  forth  our  ratio  as  follows :  "the  ratio  on  each  subcommittee 
including  ex  ofjido  members,  shall  be  no  less  favorable  to  the  majority 
than  the  ratio  for  the  full  Committee." 

Now  the  D.C.  Committee  resolution  adopted  on  February  3,  1975, 
at  our  organizational  meeting  states : 

"The  ratio  of  majority  members  to  minority  members  on  each 
subcommittee  shall  go  to  7  to  3." 

The  D.C.  Committee  rule  on  page  6  subparagraph  (5),  states  that 
the  chairman  and  the  ranking  minority  member  of  the  full  commit- 
tee shall  be  ex  GJflcio  members  of  all  subcommittees,  provided  that  the 
ranking  minority  Member  of  the  full  committee  may  waive  his  right 
to  membership  on  1  or  more  subcommittees. 
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Identifying  members  for  subcommittee  assignments. 

The  minority  subcommittee  had  a  list  of  subcommittee  assignments 
for  their  members.  The  ratio  was  7  to  3  which  is  in  compliance  with 
the  Democratic  Caucus  rules  and  our  own  rules.  In  order  for  Mr. 
Gude  to  vote,  our  subcommittee,  this  particular  subcommittee,  would 
have  to  have  a  ratio  of  9  to  4  because  the  caucus  rules  require  two 
Democrats  to  each  Republican  and  plus  one. 

We  arrived  at  our  ratios  on  the  basis  of  the  Democratic  Caucus  rules 
which  are  a  part  of  our  rules,  and  our  ratio  as  set  forth  in  our  own 
rules  is  3  to  7.  We  are  advised  by  the  Democratic  Caucus  that  we 
would  be  in  violation  of  our  own  and  the  caucus  rules  if  Mr.  Gude 
is  permitted  to  enlarge  the  size  of  this  particular  subcommittee  4  to  7. 

Mr.  WHAiiEN.  Mr.  Chairman  ? 

Mr.  Mazzoli.  The  gentleman  from  Ohio. 

Mr.  Whalen.  I  do  not  think  the  Democratic  Caucus  rules  per- 
tain. It  seems  to  me  we  have  to  be  guided  by  the  Eules  of  the  House 
of  Representatives  and  the  rules  adopted  by  this  committee.  I  think 
we  ought  to  go  back  over  that  language. 

Ms.  Martin.  Our  committee  did  adopt  the  caucus  rules. 

Mr.  Mazzoli.  Whatever  it  is  worth,  and  I  guess  it  has  been  served 
on  all  members  of  the  committee,  the  transcript  pages  15  and  16, 
I  presume  this  is  the  transcript  of  our  organizational  meeting  of 
February  3.  On  page  16,  it  reads 

Mr.  McKiNNEY.  If  the  chairman  will  allow  a  tire  salesman  to  move 
chairs,  I  never  have  underestimated  the  gentlelady  from  Washing- 
ton's brilliance  when  it  came  to  legal  matters.  I  would  prefer  that 
counsel  sat  in  the  chair. 

Mr.  Mazzoli.  If  I  might  read  f  r6m  page  16 : 

"Is  there  any  discussion?"  (on  the  committee  resolution  then  pend- 
ing, setting  the  ratio  of  the  majority  to  minority  on  each  the  sub- 
committee to  be  7  to  3) 

**Mi*.  GrtJDE.  Only  to  point  out,  Mr.  Chairman,  that  the  rules  to  provide  that 
the  ranking  minority  member  can  step  aside,  and  the  committee  ratio  on  the 
minority  side  can  be  composed  of  other  members. 

"Mr.  Eraser.  T^at  is  worth  noting.  Mr.  Gude  indicates  he  might  step  aside 
in  some  cases  which  would  then  enable  for  working  purposes  the  ratio  to  shift 
slightly." 

It  appears  at  that  point  Mr.  Gude  had  considered  the  fact  that  he 
miffht  step  aside. 

Mr.  Wttalen.  Mr.  Chairman,  may  I  raise  this  question?  As  I  un- 
derstand the  determination  made  by  counsel,  you  are  saying  that 
Chairman  Diggs  is  entitled  to  vote  but  Mr.  Gude  is  not. 

Now,  if  that  is  case,  then  the  votmg  ratio  on  this  subcommittee 
would  be  eight  members  of  the  majority  party,  three  members  of  the 
minority  party.  How  docs  that  square? 

Ms.  Martin.  It  is  seven. 

Mr.  Whalen.  If  Mr.  Diff^s'  vote  is  allowed  to  be  cast,  you  are  SJ»y- 
in^  eight  Democrats  are  allowed  to  vote  on  the  committee 

]Vrr.  Mazzoli.  Seven.  It  is  six  to  three  and  counting  Mr.  Diggs 
makes  it  seven. 

Mr.  Whalen.  So  it  would  then  be  seven  to  three. 

Ms.  Martin.  That  is  in  compliance  with  our  rules,  sir. 

Mr.  Christian.  First  of  all,  to  really  clear  the  record  with  respect 
to  the  position  of  Mr.  Gude  and  his  ranking  or  not  on  subcommittee 
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assignments,  Mr.  Gude  has  never  in  any  form  or  fashion  indicated  a 
waiver  of  his  right  as  an  ex  officio  member  of  any  of  the  subcommittees 
of  this  committee.  That  he  does  not  sit  on.  He  made  a  speciiBc  choice 
to  be  a  working  member  of  two  specific  committees  of  the  full  com- 
jnittee,  subcommittees,  and  that  in  no  way  can  be  construed  or  inter- 
preted as  a  waiver  of  the  ex  officio  status  on  any  other  subcommittees. 

The  fact  remains  that  the  deliberations  of  the  organizational  meet- 
ing, I  think,  clearly  indicate  in  the  words  even  of  a  Democratic  mem- 
iDer  that  he  might  consider  waiving  or  stepping  aside  as  an  ex  officio 
member  of  the  subcommittee,  but  that  was  never  brought  into  fruition 
iind  never  exercised. 

I  think  that  still  remains  a  fact.  With  respect  to  the  ratio  of  the 
membership  of  the  committee,  I  think  even  though  counsel  has  pointed 
out  that  the  ratios  according  to  the  rules  of  the  committee  should  not 
be  any  less  favorable  on  the  subcommittee  than  it  is  on  the  full  com- 
mittee, certainly  in  an  organizational  meeting,  that  would  have  devel- 
oped a  ratio  numberwise  that  departed  from  the  regular  course  of 
ratio  on  the  other  subcommittees. 

That  would  have  been  a  point  to  be  addressed  by  the  minority  dur- 
ing the  course  of  discussions.  I  think  a  transcript  of  that  organiza- 
tional meeting  will  show  that  that  point  was  not  addressed  nor  dis- 
cussed nor  decided. 

Mr.  McKiXNEY.  Counsel  is  telling  me  that  this  subcommittee  has 
in  effect  been  in  violation  of  the  Democratic  Caucus  and  the  conmiit- 
tee  rules  since  its  very  inception,  because  the  very  inclusion  of  the 
chairman  of  the  full  committee  as  an  ex  officio  member  which  he  was 
determined  to  be  relates  that  this  subcommittee  has  in  effect  since  its 
A'ery  inception  been  in  a  ratio  of  2  to  1  and  therefore  in  violation  of 
the  committee's  rules. 

]Mr.  Martin.  A  ratio  of  2  to  1  plus  1. 

Mr.  McKiNXEY.  The  chairman  of  the  full  committee  has  been 
called  and  determined  as  an  ex  officio  member  of  this  committee  which 
leads  the  established  ratio  as  2  to  1.  Therefore,  this  subcommittee  has 
since  its  very  inception  been  in  violation  of  the  committee  rules. 

Therefore,  it  would  follow,  it  seems  to  me,  quite  clearly  that  since 
it  has  been  in  violation  of  the  committee  rules  ever  since  its  inception 
and  being  cleared  upon  by  the  vote  of  the  full  committee,  that  it  would 
be  allowed  to  operate  that  way  or  else  the  chairman  or  some  other 
member  of  the  majority  party  would  have  to  be  declared  a  full-time 
member  of  this  committee,  not  an  ex  officio  member  of  this  committee, 
and  if  they  had  more  majority  than  the  present  chairman  of  the  com- 
mittee, would  either  have  to  replace  him  in  the  case  of  Mr:  Diggs  or 
there  would  have  to  he  somebody  else  of  less  seniority  chosen. 

By  admitting  that  the  chairman  of  the  full  committee  votes  on  this 
subcommittee  ex  officio  to  make  two  times  one  plus  one,  you  are  stat- 
ing that  this  committee  has  been  composed,  accepted,  voted  upon, 
passed,  and  existed  in  an  illegal  fashion  under  the  rules  of  the  com- 
mittee and  the  rules  of  the  House. 

]\Ir.  Mazzolt.  I^t  me  recognize  the  gentleman  from  the  District  of 
Columbia,  and  we  will  <]:Qt  back  on  the  o-minute  rule. 

Mr.  Fauxtroy.  Is  not  the  question  before  you,  as  chairman  of  this 
committee  in  connection  with  the  point  of  order  raised  whether  or 
not  a  vote  on  the  pait  of  ilr.  Gude  would  not  violate  the  committee 
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rules  that  the  ratio  on  each  subcommittee  including  ex  officio  members 
shall  be  no  less  favorable  to  the  majority  than  the  ratio  on  the  full 
committee? 

The  question  is  not  whether  Mr.  Gude  waived  his  ex  officio  status 
on  this  committee.  The  question  is  not  whether  he  is  a  member  of  the 
committee  on  an  ex  officio  basis. 

The  question  is  can — will  his  vote  violate  the  rules.  The  answer  to 
that  question  is  very  simple  that  because  of  this  rule  in  this  instance, 
because  Mr.  Diggs  has  exercised  his  ex  officio  option,  Mr.  Gude  cannot 
by  our  rules. 

Mr.  McKiNNEY.  If  the  gentleman  would  yield  for  a  moment,  the 
entire  point  of  my  discourse  was  that  this  subcommittee  has  in  effect 
been  living  outside  of  the  rules  and  outside  of  the  law  of  both  this 
committee  as  voted  upon  by  all  of  the  gentlemen  present  and  the  rules 
of  the  House. 

If  we  were  to  consider  the  chairman  to  be  ex  officio — ^he  may  not  be — 
under  your  rules  he  must  be  a  member  because  your  rules  state  it  should 
be  7  to  3.  The  only  way  he  can  be  ex  officio  is  to  make  it  8  to  3.  What 
you  are  stating  here  is  you  are  calling  in  the  rules,  and  though  I  cer- 
tainly know  this  is  a  lever,  you  are  calling  in  the  rules  at  the  convenient 
point. 

A  vote  by  the  full  committee  has  approved  a  subcommittee  set  up  in 
violation  of  the  rules  from  the  beginning.  I  would  suggest,  Mr.  Chair- 
man, that  I  make  a  motion  that  this  matter  be  referred  to  the  Parlia- 
mentarian for  a  response  and  that  that  motion  would  not  be  votable 
upon  by  any  member  by  proxy  because  he  motion  was  not  determined — 
wait  just  a  minute. 

Mr.  Mazzoli.  The  gentleman  from  Virginia. 

Mr.  Stuckey.  Would  the  chairman  mind  reading  the  rules  of  the 
House? 

Mr.  Mazzoli.  The  chairman  does  not  have  those  rules,  sir. 

Mr.  Stuckey.  It  is  not  correct  that  according  to  the  House  Rules  both 
the  ranking  minority  and  majority  members  do  have  voting  privileges 
as  ex  officio  members  unless  waived  ? 

Mr.  Mazzoli.  The  Chair  cannot  answer.  He  can  answer  that  in  his 
opinion  that  would  be  correct  because  our  committee  rules  are  patterned 
along  the  House  rules  and  Committee  Rule  P(5)  says  that  the  chair- 
man and  the  ranking  minority  member  of  the  lull  committee  has  been 
an  ex  officio  member  of  all  subcommittees  and  special  subcommittees 
with  the  right  to  vote  thereon  provided  that  the  ranking  minority  mem- 
ber of  the  full  committee  may  waive  his  right  to  membership  on  one  or 
more  subcommittees. 

Mr.  Sttjckey.  But  not  his  vote. 

Mr.  Mazzoli.  I  can't  answer  the  question  directly. 

^Ir.  Stuckey.  We  just  answered  it  by  reading  the  rules  of  the  House 
and  the  subcommittee  has  to  follow  the  Rules  of  the  House.  At  this 
point  I  would  ask  for  the  Chair  to  rule. 

IVIr.  Mazzoli.  If  the  gentleman  would  withhold  his  request — if  the 
rule  of  the  House  is  comparable  to  Rule  5  of  our  committee — would 
counsel  tell  the  committee  if  that  is  true  ? 

Mr.  Fauntroy.  There  is  a  Rule  P(7)  which  says  that  the  ratio  on 
eacli  committee  including  ex  officio  members  shall  be  no  less — in  short, 
if  you  make  the  committee  7  to  4  which  this  vote  would  make  it 
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Mr.  McKiNNEY.  If  the  gentleman  from  Washington  was  in  the  same 
dilemma  I  am  in,  but  an  ex  officio  member  does  not  make  up  the  com- 
position of  a  committee. 

Mr.  Mazzom.  The  Chair  is  ready  to  rule.  The  Chair  has  listened 
very  carefully  to  the  statements  of  members  of  the  committee  as  well  a& 
coimsel  for  the  committee,  and  the  Chair  has  ruled  that  P(5)  of  the 
Eules  of  the  Committee  on  the  District  of  Columbia,  which  rules  were 
adopted  on  February  3, 1975,  and  which  rules  are  also  the  rules  of  our 
subcommittee,  Eule  P(5),  the  Chair  and  the  ranking  minority  mem- 
ber of  the  full  committee  shall  be  ex  officio  members  of  all  subcom- 
mittees and  special  subcommittees  with  the  right  to  vote  thereon  pro- 
vided that  the  ranking  minority  member  of  the  full  committee  may 
waive  his  rights  to  membership  on  one  or  more  subcommittees. 

The  Chair  has  before  him  a  letter  dated  September  19,  1976,  from 
the  gentleman  from  Maryland,  Congressman  Gude,  the  operative 
paragraph  of  which  is : 

Rule  P(5)  of  the  Rules  of  the  Oommittee  on  the  District  of  Columbia  provides 
as  follows:  The  Chairman  and  the  Ranking  Minority  Member  of  the  full  Com- 
mittee shaU  be  ex  officio  Members  of  all  subcommittees  and  special  subcom- 
mittees with  the  right  to  vote  thereon;  provided  that  the  ranking  minority 
Member  of  the  full  Committee  may  waive  his  right  to  membership  on  one  or  more 
subcommittees. 

I  have  not  waived  this  right  with  respect  to  the  subcommittee  on  Fiscal 
Affairs  expressly,  impliedly,  constructively  or  any  other  way.  Therefore  I  trust 
that  my  proxy  will  be  honored  should  Mr.  McKinney  choose  to  exercise  it 

The  Chair  has  also  considered  Eule  P(7)  adopted  on  February  7, 
1975: 

The  majority  members  of  the  Committee  shall  determine  an  appropriate  ratio 
of  majority  to  minority  members  for  each  subcommittee  and  shall  authorize  a 
member  or  members  to  negotiate  that  ratio  with  the  minority  provided  that  the 
ratio  on  each  subcommittee  including  ex  officio  members  shall  be  no  less  favor- 
able to  the  majority  than  the  ratio  for  the  full  Committee  and  that  the  ratio 
on  conference  committees  also  shall  be  no  less  favorable  to  the  majority  than 
the  ratio  on  the  full  Committee. 

The  Chair  having  examined  all  the  authorities  and  having  been 
further  advised  that  there  is  nothing  specific  on  point  in  the  House 
Rules  has  come  to  the  conclusion  with  some  reluctance  that  the  proxy 
vote  cast  by  the  Congressman  from  Maryland  will  be  considered  by 
the  committee  as  a  vote  in  favor  of  the  proposal,  House  Concurrent 
Resolution  No.  370. 

On  the  basis  of  the  statement  of  the  gentleman  from  Maryland, 
saying  that  he  did  not  withdraw  himself  or  waive  any  right  to  vote  on 
a  subcommittee  must  carry  with  it  more  individual  responsibility 
which  the  gentleman  says  he  has  not  discharged  than  Rule  P(7) 
which  is  a  much  more  indirect  and  a  much  less  detailed  provision  for 
this  committee. 

Accordingly  and  with  no  little  reluctance  I  must  accept  the  vote  as 
a  valid  proxy;  and  my  calculations  would  show  that  House  Con- 
current Resolution  No.  370  has  carried  by  a  vote  of  6  yeas  and  5  nays. 

Accordingly  and  again  with  no  little  reluctance  the  Subcommittee 
on  Fiscal  Affairs  of  the  District  of  Columbia  Committee  recom- 
mends— 

Mr.  McKinney.  Could  we  have  a  clear  definition  on  the  chairman's 
part  that  this  committee  will  meet  again  on  Wednesday  next? 
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Mr.  Mazzoli.  There  is  no  reason  for  our  committee  to  meet  next 
Wednesday.  The  gentleman  has  carried  the  day  and  at  this  point  the 
entire  tax  package  of  the  District  of  Columbia  has  been  recommended 
to  be  defeated  and  if  the  gentleman  will  make  a  motion  of  our  sending 
this  recommendation  forward  to  the  full  committee,  I  think  that 
motion  would  be  in  order. 

Mr.  McKiNNEY.  I  would  make  that  motion. 

Mr.  Mazzou.  Motion  so  made  and  the  clerk  and  the  staff  will  make 
appropriate  steps  to  inform  the  Committee  of  the  District  of  Colum- 
bia of  the  actions  of  this  subcommittee. 

Ms.  Martin.  I  will  request  that  these  documents  will  be  included 
in  the  record  so  they  might  be  considered  at  the  full  committee  level. 

Mr.  Mazzoli.  Those  documents  will  be  included  in  the  record. 

The  subcommittee  stands  adjourned. 

(Whereupon,  at  2:15  p.m.,  the  subcommitte  adjourned  subject  to 
call  of  the  Chair.) 
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FULL  COMMITTEE  DISPOSITION  OF 
H.  CON.  RES.  370 


House  of  Representatives, 
Committee  on  the  Disit^ict  of  Columbia, 

Washington^  D,0. 

The  committee  met,  pursuant  to  notice,  at  1 :15  p.m.,  in  room  H-122, 
Capitol,  Hon.  Charles  C.  Diggs,  Jr.  (chairman)  presiding. 

Present :  Representatives  Diggs,  Stuckey ,  Dellums,  Delegate  Faunt- 
roy.  Representatives  Mann,  Mazzoli,  Harris,  Dan  Daniel,  Litton,  Mey- 
ner,  Nowak,  Sharp,  Florio,  Gude,  Harslia  McKinney,  Biester,  Rails- 
back,  Robert  Daniel,  and  Whalen. 

Also  present :  Edward  Sylvester,  staff  director ;  Ruby  Martin,  gen- 
eral counsel ;  James  T.  Clark,  legislative  counsel ;  Mark  Mathis,  mi- 
nority counsel;  and  James  Christian,  deputy  minority  counsel. 

The  Chairman.  The  committee  will  come  to  order. 

First  of  all,  I  would  like  to  compliment  the  chairman  of  the  sub- 
committee, the  gentlemen  from  Kentucky,  Mr.  Mazzoli,  for  the  fair 
and  impartial  manner  in  which  he  has  handled  the  subject  before  the 
full  committee. 

It  is  rather  ironic  that  Mr.  Mazzoli,  who  was  one  of  the  strong  sup- 
porters of  home  rule,  had  to  preside  over  the  first  hearings  on  the  res- 
olution to  disapprove  an  act  passed  by  the  City  Council,  which  was 
authorized  under  the  home  rule  legislation. 

The  major  objection  of  the  subject — that  is,  the  tax  on  unincorpo- 
rated businesses — was  that  the  rate  was  too  high,  and  that  the  District 
government  had  responded  in  a  way  that  was  not  equitable. 

I  tliink  it  is  important  to  note,  and  with  appreciation,  in  connection 
with  the  concept  of  home  rule,  that  the  gentleman  from  Ohio,  Mr. 
Ilarsha,  stated  in  the  hearings  that  he  was  not  interested  in  seeing  that 
they,  meaning,  the  unincorporated  businesses,  no  longer  remain  taxed. 
The  question  of  the  tax  itself  was  not  the  issue.  He  said  the  question  of 
the  ratification  of  it  and  how  severe  it  was,  and  all  that,  was  the  real 
issue. 

I  think  that  the  amendment  to  the  District  Revenue  Act,  which  was 
introduced  in  the  Council  on  Tuesday,  cosponsored  by  10  members  of 
the  Council,  effectively  reduces  the  rate.  And  I  personally  believe  that 
it  meets  the  concerns  of  those  who  were  concerned  about  any  inequities 
that  were  in  this  measure. 

I  think  it  is  important  to  emphasize,  in  closing  with  these  brief 
comments,  that  the  delay  in  the  enactment  in  the  District's  Revenue 
Act  is  costing  the  District  government  $45,000  a  day  in  lost  revenues. 
I  think  it  is  important  to  indicate  that  the  Disapproving  Resolution 
(H.  Con.  Res.  370) ,  if  passed,  would  not  only  throw  out  this  $8  million 
item,  which  was  the  contentious  item,  but  it  throws  out  the  whole  tax 
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package  of  some  $54  million.  That  by  its  very  nature  is  not  retroactive, 
because  we  are  talking  about  sales  tax,  and  parking  and  motor  vehicle 
fees,  and  things  of  that  type.  These  taxes  cannot  be  collected 
retroactively. 

So  I  believe  that  we  were  correct  in  allowing  time  for  the  local 
government  and  other  interested  parties  to  seek  some  kind  of  compro- 
mise on  this  matter.  I  believe  they  have  acted  in  good  faith,  and  now 
it  is  our  turn,  as  the  Federal  partner  in  this  home  rule  operation,  to 
act  in  good  faith.  I  think  we  have  done  our  job,  in  that  sense  of  the 
word.  So  it  is  my  hope  that  that  sentiment  will  prevail  here  this 
morning. 

Procedurally,  as  you  know,  the  Disapproval  Eesolution  passed  the 
subcommittee,  and  it  is  now  before  the  full  committee  for  whatever 
action  the  full  committee  would  care  to  take. 

Now,  before  calling  upon  the  chairman  of  the  subcommittee  on 
Fiscal  Affairs,  Mr.  Mazzoli,  to  call  up  the  resolution  for  disposition  by 
the  full  conmiittee,  I  yield  to  the  gentleman  from  Maryland,  the  rank- 
ing minority  member,  Mr.  Gude. 

Mr.  GiTDE.  Thank  you,  Mr.  Chairman. 

We  are  going  to  have  before  us  today  House  Concurrent  Eesolution 
370,  which  would  disapprove  the  District  of  Columbia  Revenue  Act 
of  1975.  The  only  significant  controversy  that  has  arisen  with  respect 
to  the  District's  tax  package  is  the  proposed  removal  of  the  exemption 
of  professionals  from  the  unincorporated  business  franchise  tax. 

From  the  outset,  I  have  not  opposed  what  I  understand  to  be  the 
counciFs  objectives  in  removing  this  exemption.  I  have  not  opposed 
requiring  that  professionals  pay  their  fair  share,  like  any  other  unin- 
corporated businesses,  and  I  have  not  opposed  raising  $8  million  from 
professionals.  However,  I  do  oppose  taxing  only  nonresident  profes- 
sionals,  and  I  do  oppose  taxing  professionals  at  an  exorbitant  rate. 

If  this  tax  is  supposed  to  be  a  franchise  tax  for  the  privilege  of 
doing  business  in  the  District,  payment  of  it  should  have  nothing  to 
do  with  where  the  professional  resides.  And  it  should  bear  some  rela- 
tionship with  the  services  offered  to  businesses  in  the  District. 

Unfortunately,  the  council's  latest  proposal  does  not  sufficiently 
address  these  considerations.  It  does  not  in  any  way  address  the  prob- 
lems of  discriminating  against  professionals  who  reside  in  the  suburbs. 

Furthermore,  with  a  salary  allowance  of  70  percent,  the  effective  tax 
rate  would  be  approximately  3.6  percent.  This  tax  rate  is  more  than  40 
percent  higher  than  Maryland  professionals  pay  in  income  tax  to  the 
counties  in  which  they  reside  and  which  educate  their  children  and 
protect  their  homes,  provide  their  families  with  recreation,  and  make 
many  other  services  available.  This  tax  rate  is  80  percent  higher,  in 
effect,  than  the  business  privilege  tax  on  professionals  in  Arlington, 
and  500  percent  higher,  in  effect,  than  the  business  privilege  tax  on  pro- 
fessionals in  Fairfax.  This  tax  rate  is  clearly  too  high. 

I  have  introduced  a  bill  (H.R.  9471)  which  would  impose  a  fair, 
reasonable  tax  on  all  unincorporated  businesses,  regardless  of  whether 
they  are  professionals  or  not  and  regardless  of  whether  they  reside  in 
the  city  or  in  the  suburbs.  It  would  allow  the  removal  of  the  exemption 
for  professionals,  as  the  Council  wants  to  do,  and  it  would  raise  the 
revenue  from  professionals  which  the  Council  wants  to  raise. 

Unfortunately,  that  bill  is  not  before  us  today,  nor  has  the  Council 
indicated  any  willingness  to  enact  it.  Therefore,  I  have  no  other  choice 
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but,  when  the  time  comes,  to  vote  for  the  resolution  of  disapproval. 

Thank  you,  Mr.  Chairman. 

The  Chairman.  The  Chair  recognizes  the  gentleman  from  Ken- 
tucky, Mr.  Mazzoli,  for  purposes  of  calling  up  the  resolution. 

Mr.  Mazzoli.  Thank  you  very  much,  Mr.  Chairman. 

Before  I  do  call  up  the  resolution  for  the  debate  and  action  by  this 
committee,  I  had  the  opportunity  of  sitting  in  the  hearings  that  we  had 
on  the  District's  revenue  bill  and,  of  course,  of  presiding  over  the 
markup  session  in  our  subcommittee.  I  think  that  our  full  committee 
here  would  be  well  advised  to  reverse  the  action  taken  by  the  subcom- 
mittee today. 

The  action  taken  by  the  subcommittee,  of  course,  was  to  recommend 
the  adoption  of  the  resolution  of  disapproval.  I  think  it  is  unwise.  I 
think  it  would  be  very  bad  legislation — not  only  from  the  legal  stand- 
point, which  is  the  most  important  basis — ^but  also  from  the  standpoint 
of  the  philosophy  of  home  rule  and  the  whole  psychology  of  an  elected 
city  government. 

With  those  preliminary  comments,  Mr.  Chairman,  I  do  now,  by 
direction  of  the  Subcommittee  on  Fiscal  Affairs  of  the  Committee  on 
the  District  of  Columbia,  call  up  for  the  consideration  of  this  commit- 
tee House  Concurrent  Eesolution  370,  sponsored  by  Mr.  Harsha,  the 
gentleman  from  Ohio. 

The  Chairman.  The  report  of  the  subcommittee  chairman  in  calling 
up  the  bill,  without  objection,  is  received  as  read. 

[The  document  referred  to  follows :] 

[H.  Con.  Res.  370,  94th  Gong.,  1st  sess.,  by  Mr.  Harsha  on  July  30,  1975] 

Concurrent  Resolution 

Resolved  "by  the  House  of  Representatives  (the  Senate  concurring) ,  That  the 
Congress  disapproves  of  the  action  of  the  District  of  Columbia  Council  described 
as  foHows :  The  District  of  Columbia  Revenue  Act  of  1975  passed  by  the  Council 
of  the  District  of  Columbia  on  July  18,  1975,  signed  by  the  Mayor  of  the  District 
of  Columbia  on  July  23,  1975,  and  transmitted  to  the  Congress  on  July  29,  1975, 
pursuant  to  section  602(c)  (1)  of  the  District  of  Columbia  Self -Government  and 
Governmental  Reorganization  Act. 

The  Chaerman.  The  Chair  recognizes  the  gentleman  from  Ohio,  Mr. 
Harsha. 

Mr.  Harsha.  Mr.  Chairman,  I  have  no  prepared  statement.  But  I 
think  the  hearings  did  indicate  that  there  are  a  number  of  problems 
with  this  particular  proposal. 

There  are  a  number  of  people  who  still  firmly  believe  that  this  is  not 
a  proper  tax,  that  it  is,  in  fact,  not  within  the  jurisdiction  of  the  Coun- 
cil, and  that  it  does  not  meet  certain  constitutional  problems  or 
requirements. 

There  are  others,  of  course,  who  view  the  matter  otherwise.  But  our 
problem  was  that,  under  the  structure  of  the  Home  Eule  Act,  the  only 
way  to  go  about  it  was  this  admittedly  rather  harsh  method  of  disap- 
proving the  entire  package.  I  regret  that  that  happens  to  be  the  only 
way  we  could  get  at  the  issue.  But  apparently,  under  the  structure  of 
the  home  rule  bill,  that  is  the  only  alternative  we  had  left. 

We  are  still  faced  with  a  number  of  problems.  The  big  issue,  I  think, 
is  not  whether  these  professionals  should  be  taxed.  I  think  we  are  over 
that  particular  hurdle.  But  the  question  is  whether  or  not  they  are 
taxed  commensurate  with  the  services  they  receive  from  the  District  ; 
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whether  or  not  they,  in  fact,  are  being  discriminated  against  simply 
because  they  have  a  different  residence ;  or  whether  or  not  there  would 
be  some  discrimination  against  them  simply  because  they  have  a  differ- 
ent business  structure,  for  example,  partnerships  versus  professional 
corporations.  Given  the  existing  laws,  there  could  be — ^by  this  revenue 
proposal — ^there  could  be  a  difference  in  the  way  the  same  type  of  busi- 
ness is  taxed  in  the  District. 

Until  we  resolve  the  question  as  to  whether  or  not  this  tax  is  unduly 
discriminatory,  whether  it  is  in  excess  of  the  services  received  by  the 
professionals  in  the  District,  doing  business  in  the  District  of  Colum- 
bia, I  think  our  only  alternative  is  to  report  this  resolution  favorably 
to  the  House  for  further  action,  and  in  that  way  giving  the  Council 
time  to  further  consider  the  matter  and  to  try  to  resolve  the  issue. 

I  would  hope  that  it  could  be  resolved  by  a  compromise.  But  in  view 
of  the  position  of  my  good  friend  from  Maryland,  I  must  say  that  I 
agree  with  him  at  this  stage  of  the  proceedings,  that  I  think  it  is  still 
too  high,  commensurate  with  the  services  these  people  receive  from  the 
District  of  Columbia.  Therefore,  I  would  join  him  in  urging  the  com- 
mittee to  report  this  resolution  to  the  House  for  further  action. 

The  Chairman.  The  Chair  recognizes  the  gentleman  from  Connecti- 
cut, Mr.  McKinney. 

Mr.  McKinney.  Mr.  Chairman,  as  ranking  member  of  the  com- 
mittee on  that  day,  I  first  would  like  to  commend  the  chairman  for 
his  impartiality,  fairness,  and  the  way  the  proceedings  were  carried. 

Mr.  Mazzoij:.  Thank  you. 

Mr.  McKinney.  I  led  the  fight  for  the  passage  of  this  resolution 
in  the  subcommittee.  I  did  so  under  the  firm  belief  that  I  had  not  only 
the  right,  but,  unfortunately,  the  responsibility  under  the  home  rule 
bill  as  it  is  written — and  I  think  the  chairman  is  as  well  aware  of  this 
as  I  am,  that  I  am  not  too  happy  with  the  way  it  is  written — to  send 
this  back  to  tlie  City  Council  with  my  thoughts  as  a  Congi'essman, 
that  this  was  a  very  poor  tax.  I  have  no  objection  to  taxing  profes- 
sionals, and  I  have  no  objection  to  taxing  nonresidents.  In  fact,  as 
you  know,  I  have  pledged  myself  to  the  introduction  of  a  so-called 
commuter  tax.  But  I  did  think  that  this  tax  was  open  to  all  types  of 
court  challenges,  particularly  within  the  area  of  sole  proprietorship. 
I  think  that  it  is  open  to  all  kinds  of  court  actions,  considering  the 
strictures  that  Congress  put  upon  home  rule  when  we  passed  the  bilL 

But  more  important  than  that,  I  think  it  is  a  tax  which  will  build 
the  same  type  of  situation  that  I  have,  unfortunately,  seen  us  build 
in  cities  such  as  New  York  and  other  cities,  which  make  downtown 
metropolitan  areas  uncompetitive  with  the  surrounding  suburbs  in 
many  other  ways.  In  other  words,  just  one  more  additional  point- 

I  did  say,  however,  that  home  rule  is  the  most  important  matter, 
in  my  mind,  and  that,  though  I  had  a  rigrht  to  require  or  at  least  do 
everything  possible  to  force  the  City  Council  to  reconsider  their 
actions,  that  their  final  actions  are  their  final  actions,  and  they  are 
the  people  who  run  the  city  of  AVashinqfton,  D.C 

So,  therefore,  Mr.  Chairman,  I  am  going  to  pass  on  this  issue,  for 
the  very  simple  reason  that  the  city  government  has  made  up  its  mind. 
And.  though  I  disapprove  and  disagree,  there  is  absolutely  no  way 
that  I  foel.  that  I  believe,  under  home  rule,  we  can  override  their  wis- 
dom, which  is  the  wisdom,  under  our  system  of  government,  of  the- 
people  of  this  city  who  elected  them  to  office. 
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The  Chairman.  Mr.  Whalen. 

Mr.  Whalen.  Thank  you,  Mr.  Chairman. 

I  would  just  like  to  make  a  few  observations  stemming  from  my 
background  in  the  field  of  economics.  There  have  been  a  number  of 
questions  discussed  before  the  subcommittee. 

I  think,  first  of  all,  we  have  to  recognize  that  a  franchise  tax  is  a 
very  valid  tax,  a  tax  on  the  right  and  the  privilege  of  an  individual, 
or,  indeed,  a  corporation  doing  business  in  a  particular  jurisdiction. 

Second,  I  think  that  a  tax,  a  franchise  tax,  which  is  predicated  on 
income,  is  a  perfectly  valid  means  of  levying  such  a  tax,  Indeed,  this 
has  been  upheld  by  the  court. 

Third,  I  think  m  the  case  of  the  District  of  Columbia  franchise  tax, 
which,  needless  to  say,  is  what  it  is,  that  it  has  to  be  looked  at  as  a  part, 
one  part  of  a  two-part  package.  It  has  to  be  related  to  the  District  of 
Columbia  income  tax. 

The  District  of  Columbia  resident,  the  professional,  does  pay  a 
franchise  tax,  but  then  he  is  allowed  to  take  that  as  a  full  credit  when 
it  comes  time  to  pay  his  District  of  Columbia  income  tax. 

I  think  there  are  three  effects:  (a)  the  first  effect  is  that  the  indi- 
vidual, the  District  of  Columbia  resident,  pays  no  franchise  tax,  effec- 
tively; (6)  as  a  consequence,  by  allowing  this  as  a  tax  credit  to  the 
income  tax,  this  has  the  effect  of  reducing  the  yield  of  the  District  of 
Columbia  income  tax;  (c)  in  order  to  attain  a  predictable  level  of 
income,  it  means  that  the  District  of  Columbia  council  is  going  to  have 
to  increase  the  rate  of  the  franchise  tax  beyond  what  otherwise  it  would 
be.  So  this  means,  then,  that  the  nonresident  pays  an  inordinate 
amount,  in  terms  of  his  franchise  tax,  whereas  the  District  of  Columbia 
resident  pays  nothing. 

We  have  heard  the  District  of  Columbia  officials  argue,  well,  after 
all,  Maryland  or  Virginia  could  allow  this  as  a  tax  credit ;  we  do  it. 
We  do  not  have  any  control  over  what  they  do. 

Well,  I  think  from  a  viewpoint  of  simple  economics  and  tax  law,  the 
cost  of  doing  business  should  not  be  allowed  as  a  credit.  Eather,  it 
should  be  treated  as  a  deduction,  the  cost  of  doing  business.  And,  in- 
deed, tliis  is  permitted  under  Virginia  law,  and  I  am  sure  this  is  the 
way  the  Federal  Government  would  treat  this  expense  when  it  comes 
time  for  the  individual  to  determine  what  tax  he  owes  to  the  Internal 
Revenue  Service. 

So,  I  think,  in  the  light  of  this,  although  I  hate  to  intrude  or  inter- 
vene at  this  early  stage  in  terms  of  the  decision  made  by  the  District 
of  Columbia  Council,  after  all,  we  do  have  this  responsibility.  There- 
fore, I  intend,  on  the  basis  of  these  facts,  to  vote  for  this  resolution. 

The  Chairman.  The  gentleman  from  Virginia,  Mr.  Harris. 

Mr.  Stuckey.  Mr.  Chairman,  excuse  me  for  interrupting.  I  know 
the  gentleman  has  something  quite  important  on  this. 

We  do  have  a  vote  in  progress.  I  wonder  if  it  would  be  appropriate 
at  this  point  if  we  all  went  up  and  voted  and  then  agreed  to  all  come 
back  immediately  after  the  vote. 

The  Chairman.  We  stand  in  recess. 

fA  brief  recess  was  taken.] 

The  Chairman.  The  committee  will  come  to  order,  and  the  Chair 
recognizes  the  gentleman  from  Virginia,  Mr.  Harris. 

Mr.  Harris.  Thank  you,  Mr.  Chairman. 
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I  had  signaled  the  Chair,  because  I  did  want — if  the  Chair  would 
permit,  I  would  like  to  yield  to  one  of  my  senior  members  here,  if  they 
wanted  to  comment  on  this.  I  do  not  want  to  presume  to  speak  first. 

The  Chairman.  The  gentleman  has  the  floor. 

Mr.  Harris.  Thank  you,  Mr.  Chairman. 

I  wanted  to  add  these  personal  comments,  if  I  may.  As  those  in  the 
area  know,  I  generally  have  been  a  strong  believer  in  home  rule,  w^hich 
I  guess  it  is  an  unusual  thing  for  a  Eepresentative  from  Virginia  to 
be.  I  have  engaged  in  debates  over  the  years  with  certain  people  that 
home  rule  would  be  appropriate  and  would  not  be  subjected  to  all  of 
the  fears  and  difficulties  that  some  of  us  suppose.  I  still  think  this  is 
the  case. 

What  we  have  here  is  an  unfortunate  circumstance  in  the  first  year 
of  home  rule.  It  is  the  notion  that  the  way  you  solve  the  revenue 
problem  is  by  taxing  the  people  that  you  do  not  represent.  I  have  been 
in  local  government  for  7  years,  and  I  understand  how  appealing  it  is 
to  a  politician  to  figure  out  a  tax  course  where  he  taxes  people  who 
do  not  vote  for  him  but  does  not  tax  people  that  do.  It  is  an  appealing 
proposition. 

But  as  you  try  to  achieve  regional  cooperation  among  cities  and 
counties  and  what  have  you  in  a  region  like  this,  you  have  to  resist, 
because  action  breeds  reaction.  And  pretty  soon,  instead  of  regional 
cooperation,  you  have  sort  of  the  challenge  of  seeing  which  local  gov- 
ernment can  come  up  with  a  tax  against  a  budding  jurisdiction.  And 
pretty  soon,  instead  of  regional  cooperation,  you  have  sort  of  the 
challenge  of  seeing  which  local  government  can  come  up  with  a  tax 
against  a  budding  jurisdiction.  And  it  goes  over  into  all  sorts  of 
planning  possibilities  as  to  public  facilities  and  as  to  zoning. 

So  I  feel  very  strongly  here  that  the  District  does  have  a  right  to 
charge  some  tax  policy  but  not  a  tax  policy  that  so  clearly  sets  up  a 
system  where  its  own  residents  are  excluded  from  the  tax  but  those 
in  surrounding  jurisdictions  have  a  tax  imposed  on  them. 

I  think  this  is  a  very  important  decision  that  we  are  making  here 
today  as  far  as  the  future  course  and  survival  of  home  rule  and,  more 
important,  the  survival  of  regional  cooperation  in  this  area.  The  only 
way  to  resolve  the  water  and  the  sewer  and  the  air  and  the  developing 
problems  of  this  area  is  through  that  regional  cooperation. 

I  hope  that  this  committee  does  not  say  to  the  local  government  that 
it  is  permissible  to  take  this  course  in  tax  policy,  because  if  it  does  it 
will  bode  ill  for  the  region,  in  my  opinion,  and  I  think  it  would  be  a 
great  mistake.  I  do  not  blame  anyone  initially,  serving  on  this  com- 
mittee, to  say,  gee,  I  would  like  to  stay  out  of  local  problems.  Quite 
frankly,  I  think  all  of  us  would. 

But,  unfortunately,  the  one  thing  we  made  clear — or  perhaps  for- 
tunately— the  one  thing  we  made  clear  in  the  Home  Rule  Act  vras  that 
we  would  not  delegate  to  the  City  Council  the  power  to  tax  those,  apply 
nn  income  tax  to  those,  who  are  not  residents  of  the  District  of  Colum- 
bia. I  am  afraid  one  of  the  first  cracks  off  the  bat,  this  is  exactly  what 
is  happening.  If  we  do  not  make  a  decision  clearly  today,  I  think  we 
chart  a  very  tenuous  course  with  home  rule  in  the  District  in  the 
future. 

That  is  why  I  would  join  with  my  colleagues  in  urging  them  to  make 
clear  to  the  District  that  taxes  have  to  apply  equally  among  residents 
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and  nonresidents.  I  think  my  colleague  from  Maryland  has  said  it 
extremely  well,  that  this  is  the  fundamental  question  involved  here, 
and  one  which,  I  think,  the  Congress  has  to  deal  with. 

Thank  you. 

Mr.  Dellums.  Mr.  Chairman. 

The  Chahuman.  The  gentleman  from  California,  Mr.  Dellums. 

Mr.  Dellums.  Thank  you. 

Mr.  Chairman  and  members  of  the  committee,  I  would  like  in  the 
few  moments  I  have  with  you  to  try  to  put  this  action  in  its  proper 
perspective. 

We  are  now  called  upon  to  act  in  the  first  year  of  the  Home  Rule 
Act  itself.  The  whole  question  of  selfdeterniination  is  whether  the 
people  in  this  District  shall  have  the  right  to  govern  themselves.  There- 
fore, what  action  we  take  here  today  is  precedent-setting  action.  And, 
as  a  precedent,  I  think  that  we  should  move  with  care,  with  caution 
and  with  thoughtfulness.  And,  as  a  precedent,  we  ought  to  establish 
some  criteria  by  which  we  intervene  into  the  lives  of  the  local 
residents. 

It  would  seem  to  me  that  our  action  should  be  dicated  by  one  of  two 
things :  either  the  action  on  the  part  of  the  Council  is  in  some  way  in 
conflict  with  the  Federal  interest.  I  do  not  believe  that  it  is,  and  I  think 
that  the  arguments  that  it  conflicts  with  Federal  interests  are  flimsy 
at  best. 

Number  two,  does  the  action  contemplated  by  the  Council  in  fact 
violate  the  spirit,  the  rule,  the  intent,  the  integrity  of  the  Home  Rule 
Act?  My  answer  to  that  question  is  that  it  does  not.  The  arguments  in 
support  of  sustaining  that  position  are,  again,  weak  at  best. 

Therefore,  the  argument  has  been  reduced  to  two  issues,  three  issues. 
Is  it  discriminatory?  I  believe  that  that  argument  raises  a  serious 
question. 

Is  the  tax  good  or  is  the  tax  effective?  I  think  that  neither  of  these 
discussions  warrant  action  on  the  part  of  this  Congress.  These  are 
issues  that  shoud  be  dealt  with  by  the  City  Council  itself.  To  have  the 
Congress  of  the  United  States  spending  its  time  debating  whether 
a  tax  is  good  or  effective,  in  my  estimation,  is  an  extraordinary  misuse 
of  time  and  a  totally  poor  approach  to  some  very  critical  issues.  That 
is,  the  issue  of  the  right  of  people  to  determine  their  own  lives. 

If  it  does  not  meet  the  test  in  a  precedent-setting  situation,  I  would 
suggest,  Mr.  Chairman  and  members  of  the  committee,  that  we  follow 
the  action  of  my  distinguished  colleague  to  my  right  who  represents 
this  District  and  myself  and  several  others  who  will  vote  against  the 
resolution  to  disapprove  the  action  of  the  City  Council. 

With  that  statement,  I  yield  back  the  balance  of  my  time. 

The  Chairman.  Mr.  Blester. 

Mr.  BiESTER.  Thank  you,  Mr.  Chairman. 

I  would  like  to  clarify  my  own  thinking  with  respect  to  the  po- 
tential inequities  involved  in  this  tax.  As  I  understand  the  situation, 
a  credit  occurs  against  the  District  of  Columbia  resident's  income 
tax  resulting  from  the  payment  of  the  franchise  tax  and  that  credit 
is  such  that  he  would  still  be  paying  a  substantial  income  tax.  It 
does  not  wipe  out  his  income  tax  liability. 

Would  I  be  correct  in  that  assumption  ? 

Mr.  Mazzoli.  Mr.  Chairman,  if  the  gentleman  would  yield. 
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Mr.  BiESTER.  Yes,  I  yield. 

Mr.  Mazzoli.  I  would  like  to  address  that  question,  because  the 
gentleman  reaches  the  heart  of  what  has  been  the  argument  around 
the  table  in  some  cases,  and  that  is  there  is  no  tax  paid  by  the  District 
of  Columbia  resident.  That  is  a  falsehood,  unintentional,  obviously; 
but  it  is  untrue. 

The  District  of  Columbia  resident  does,  in  fact,  pay  this  franchise 
tax  if  he  qualifies  under  the  terms  of  its  enactment.  He  does  get  a 
credit  against  income  taxes  for  the  amount  paid  in  the  franchise  tax. 
But  as  the  gentleman  from  Kentucky  stated  in  our  hearings,  when 
you  send  in  so  many  dollars,  some  of  those  dollars  from  a  District  of 
Columbia  resident  go  through  the  door  labeled  franchise  tax  collector, 
tind  some  of  his  dollars  that  he  sends  in  go  through  the  door  labeled 
income  tax  collector.  So  it  is  not  a  fair  or  true  statement  to  say  the 
District  of  Columbia  resident  is  exempted  from  the  franchise  tax. 

Mr.  BiESTER.  I  thank  the  gentleman. 

That  leads  me  to  my  next  question. 

Can  someone  give  me  some  notion  of  what  the  relative  impact  of 
the  tax  is,  in  terms  of  District  of  Columbia  residents'  income  tax? 

Mr.  Mazzoli.  If  the  gentleman  would  yield  further;  we  had  data 
made  up  based  on  the  original  compromise  offer  of  the  District  of 
"Columbia,  which  was  for  a  55  percent  credit,  salary  credit,  then, 
coupled  with  a  $5,000  deduction,  based  on  an  individual  who  would 
make  gross  income  of  $200,000  a  year,  expenses  of  $100,000,  leaving 
^  net  income  of  $100,000. 

To  begin  with  the  figure  of  $100,000,  the  resident  of  the  District 
of  Columbia  would  have  a  salary  deduction  of  55  percent.  Now,  that 
would  be  $70,000,  so  we  would  have  left  over  $30,000,  which  would 
be  subject  to  the  tax  of  the  District  of  Columbia  franchise  tax.  That 
tax  would  be — if  I  could  consult  with  Counsel — that  tax  would  be 
something,  roughly,  around  $3,500  or  $4,000  would  be  the  District  of 
-Columbia  franchise  tax.  Again,  based  on  the  original  figure  of  $55,000, 
that  tax  woul  d  be  $4,800. 

Now,  the  District  of  Columbia  resident  would  have  personal  income 
tax  of  $55,000  subject  to  the  District  of  Columbia  income  tax,  which, 
based  on  the  7  percent  effective  rate,  would  be  $3,850,  so  the  total 
tax  burden  for  the  District  of  Columbia  resident,  using  the  original 
$55,000—55  percent — example,  $8,650. 

The  nonresident  who  lived  in  Virginia  or  Maryland,  using  the  very 
.same  data,  $100,000  net  income,  would  have  a  tax  of  $11,800,  the  dif- 
ference being,  in  the  original  example,  $3,200.  The  present  example, 
the  difference  perhaps  would  be  the  same  in  relative  terms,  but  less 
in  absolute  dollars,  since  the  District  of  Columbia's  most  recent  com- 
promise theor}^  is  based  on  a  70  percent  salary  deduction. 

Mr.  Harsita.  Would  the  gentleman  yield  ? 

[Mr.  BiESTER.  Yes. 

Mr.  Harsha.  I  think  that,  under  your  explanation  of  the  District 
resident,  using  the  55  percent  deduction,  salary  allowance,  that  55 
percent  allowance  is  given,  if  he  pays  a  franchise  tax  on  that.  Then 
that  55  percent  is  no  longer  used  to  compute  his  tax  on  his  income  for 
the  District  of  Columbia. 

That  is  where  the  difference  is,  not  that  he  gets  a  credit  on  his  tax. 
He  is  only  then  taxed  on  the  remaining  45  percent  of  his  income. 

Mr.  Mazzoli.  Exactly.  The  gentleman  is  correct. 
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The  theory  is  that  the  State  of  Virginia — if,  for  instance,  the  doc- 
tors and  the  dentists  and  the  lawyers  and  the  CPA's,  the  engineers  who 
live  in  Virginia  could  not,  in  effect,  have  enough  lobby  to  go  to  Eich- 
mond,  I  would  hope  they  would  then  persuade  the  State  assembly  in 
Eichmond  to  give  them  the  same  kind  of  tax  credit  or  tax  waiver  that 
the  District  of  Columbia  resident  enjoys,  having  earned  that  from  the 
District  city  government. 

While  the  gentleman  is  correct,  I  think  that  it  is  not  the  pertinent 
point,  what  happens  after  the  District  of  Columbia  tax  is  paid. 

What  happens  to  the  resident  of  Virginia  who  has  a  $100,000  in- 
come upon  which  Virginia  taxes  are  based,  not  $55,000  or  $45,000  as 
in  the  case  of  the  District  of  Columbia  resident 

Mr.  BiESTER.  Would  I  be  correct  in  assuming  that  the  State  of 
Maryland  has  a  personal  income  tax,  and  that  the  State  of  Virginia 
has  a  personal  income  tax  ? 

Mr.  Mazzoli.  The  gentleman  is  correct. 

Mr.  BiESTER.  Are  their  rates  comparable  rates  to  the  District  of 
Columbia  income  tax?  I  do  not  mean  identical,  but 

Mr.  Mazzoli.  Counsel  advises  me  that  the  District  of  Columbia 
income  tax  is  higher  than  the  Maryland  and  Virginia  income  tax. 

Mr.  Beester.  Mr.  Chairman,  this  leaves  me  in  something  of  a  state 
similar  to  that  of  my  colleague  from  Connecticut.  I  do  not  believe  this 
is  the  perfect  tax  system  to  meet  this  problem. 

In  a  sense,  I  understand  the  frustrations  of  the  people  of  the  Dis- 
trict with  respect  to  not  having  any  commuter  tax  whatsoever.  I  do 
not  know  that  this  particular  tax  is  based  upon  any  precise  formula, 
based  upon  services  rendered  by  the  District.  But  at  least  if  the  State 
of  Maryland  and  if  the  State  of  Virginia  granted  credits  in  accord- 
ance with  the  same  practice  pursued  by  the  District,  there  would  be  an 
appreciable  difference  between  the  amount  of  tax  paid  by  a  non- 
i-esident  and  the  amount  of  tax  paid  by  a  resident  under  those 
circumstances. 

Therefore,  it  seems  to  me  that  the  tax  is  not  necessarily  grossly  un- 
fair without  Federal  action.  Therefore,  I  find  myself  reluctant  to 
take  that  Federal  action,  in  view  of  what  should  be  our  home  rule 
consideration. 

The  Chairman.  Mr.  Fauntroy. 

Mr.  Fauntroy.  Mr.  Chairman,  I  should  like,  of  course,  to  first  sub- 
mit a  statement  for  the  record. 

The  Chairman.  Without  objection,  it  is  so  ordered. 

Without  objection,  all  members  will  be  permitted  to  revise  and  ex- 
tend their  remarks. 

Mr.  Fauntroy.  And  to  speak  in  opposition  to  Harsha's  resolution 
of  disapproval,  emphasizing  the  fact,  Mr.  Chairman  and  members  of 
the  committee,  that  at  stake  here  is  not  simply  whether  or  not  the 
extension  of  the  existing:  unincorporated  business  tax,  franchise  tax, 
is  good  or  bad,  but,  really,  at  stake  is  the  very  integrity  of  the  elected 
government  which  we  in  this  Congress  voted  last  year  to  establish. 

I  think  if  the  Harsha  resolution  is  passed  today,' it  will  signal  all 
special  interests  in  the  city  that  they  need  not  take  the  elected  govern- 
ment seriously,  that  if  they  have  problems,  just  wait  until  it  comes  to 
the  Hill  and  we  will,  in  effect,  be  back  where  we  were  before  the  Con- 
gress took  its  historic  step  last  year. 


Digitized  by 


Google 


538 

I  think  the  question  before  this  committee  and  the  Congress  is. 
whether  the  locally  elected  government  acted  within  its  authority  and 
properly,  within  the  charter.  And  specifically,  the  question  of  whether 
or  not  this  is  a  violation  of  section  602  has  been  raised. 

I  think  we  have  learned  a  great  deal  from  the  dialog  we  have  had 
since  this  measure  was  passed  by  the  Council.  In  the  first  instance, 
I  think  from  the  hearings  we  learned  that  it  is  not  an  inconie  tax. 
We  have  ample  testimony  and  information  to  suggest  that  it  is  a 
franchise  tax  and  in  Maryland  in  the  case  of  Gardella  v.  Comptroller 
of  the  State  of  Maryland  the  court  has  established  that  clearly. 

I  think  the  City  Council  has  learned  a  great  deal  from  our  dialog 
and  discussion  of  this.  As  a  matter  of  fact,  as  we  all  know,  the  Council 
has  gone  back  into  session  and  attempted  to  allay  many  of  the  fears 
and  address  many  of  the  concerns  raised  by  Members  on  the  Hill  in 
response  to  the  effective  lobby  to  the  proposed  extension. 

I  think,  moreover  and  more  important,  we  learned  why  this  unin- 
corporated franchise  tax  has  existed  on  the  books  for  27  years,  in  the 
first  place.  From  tax  experts'  testimony,  we  came  to  understand  that 
this  is  not  a  good  tax  but  that  it  is  here  specifically  because  the  Dis- 
trict of  Columbia  is  specifically  prohibited  from  imposing  the  kind 
of  equitable  and  fair  tax  which  would  have  all  of  those  who  use  the 
facilities  of  the  city  share  in  the  cost  of  providing  those  services. 

I  would  respectfully  request  and  recommend  that  we  vote  down 
the  Harsha  resolution  of  disapproval;  that  we  take  very  seriously 
what  we  have  learned  in  this  process  and  move  to  allow  the  bill  to 
go  into  effect,  knowing  that  the  City  Council  has  made  a  good  faith 
effort  to  compromise;  and  that,  most  important,  we  proceed  almost 
immediately  to  a  resolution  or  a  repeal  of  the  prohibition  on  the 
commuter  tax,  in  which  case  I  think  we  will,  on  the  one  hand,  pre- 
serve the  integrity  of  the  local  government,  on  the  other  hand,  prevent 
this  issue  from  arising  again  in  the  future  sessions  of  the  Congress, 
because  the  people  will  have  been  provided  the  tool  which  would  make 
unnecessary  the  kind  of  controversy  we  have  had  over  what  we  learned 
to  be,  admittedly,  a  poor  type  of  tax. 

The  Chairman.  The  question  is,  shall  the 

Mr.  Stuckey.  Mr.  Chairman. 

The  Chairman.  Yes. 

Mr.  Stuckey.  Would  you  yield  for  one  fast  question  ? 

In  the  letter  we  have  from  the  Council  of  the  District  of  Columbia 
on  the  new  proposal,  I  believe,  what  10  of  the  13  members  signed 
this  compromise  proposal.  I  am  just  curious  as  to  what  would  be 
the  action  on  this  compromise  should  this  action  today — let  us  say, 
should  the  Harsha  proposal  fail — I  just  wonder,  is  their  intention 
still  to  go  ahead  with  the  compromise  ? 

I  just  wonder,  has  City  Council  given  us  any  indication  on  that? 

Ms.  Martin.  They  have  scheduled  committee  hearings,  I  think,  on 
the  first.  They  have  scheduled  the  first  reading 

Mr.  Stuckey.  I  know  that.  That  is  not  my  question. 

My  question  is,  have  they  indicated  their  intention — in  other  words, 
the  10  of  the  13 — in  other  words,  is  this  something  that  would  go  ahead 
regardless,  or  if  the  Harsha  move  is  defeated,  would  this  just  sort  of 
disappear  and  fade  away? 

I  think  it  is  pertinent  to  the  discussions  that  we  are  having. 
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The  Chairman.  That  wonld  proceed,  I  would  presume. 

Mr.  Fauntroy.  As  far  as  I  understand,  the  Council  is  prepared  to 
proceed  in  good  faith  on  their  reconsideration  of  the  nature  of  this 
tax,  whatever  happens.  And,  I  am  sure,  in  the  event  that  we  dis- 
-approve  the  Harsha  resolution  of  disapproval,  they  will  follow  through 
in  tjood  faith. 

Mr.  Stuckey.  It  would  appear  that  it  would  pass,  with  10  of  the  13 
members  cosponsoring  it. 

The  Chairman.  The  question 

Mr.  Mazzoli.  Mr.  Chairman. 

Mr.  EoBERT  Daniels.  Mr.  Chairman,  very  briefly- 


The  Chairman.  If  the  gentleman  will  be  brief,  we  can  proceed  to 
the  vote. 

Mr.  Robert  Daniels.  I  would  just  say  to  my  colleagues,  Mr.  Faunt- 
roy,  that,  in  regard  to  his  being  convinced  as  a  result  of  testimony  on 
September  19,  that  the  tax  is  entirely  legal,  I  think  he  must  have 
listened  rather  selectively  to  the  testimony,  because  we  have  had  mem- 
bers of  the  bar  associations  and  leading  certified  public  accountants 
come  and  express  themselves  with  the  view  that  it  was  an  income  tax, 
a  violation  of  section  602,  and  they  intended  to  challenge  it  in  the 
courts  if  it  went  into  effect. 

Mr.  Mazzoli.  Mr.  Chairman,  I  hate  to 

Mr.  Dellums.  Will  the  gentleman  yield  to  me? 

Mr.  Robert  Daniels.  Yes. 

Mr.  Dellums.  Would  the  gentleman  concede  that  at  best  it  is  a  close 
legal  question? 

Mr.  Daniel.  It  is  a  literal  reading  of  the  law,  and  I  think  the  law 
ought  to  be  read  literally. 

Mr.  Dellums.  You  have  attorneys  on  both  sides  of  that  question. 

Mr.  Mazzoli.  Mr.  Chairman,  let  me  just  make  one  concluding  com- 
ment for  the  gentlemen  who  are  here  today  and  the  gentlelady,  who 
were  not  at  our  hearings. 

I  think  it  is  important  to  note  that  for  30  years,  since  1947,  people 
who  are  shopkeepers,  who  have  capital-intensive  businesses  in  the 
District  who  are  nonresidents,  do  pay  the  District  tax.  There  has  been 
a  franchise  tax  on  these  people  for  over  30  years.  For  30  years,  the 
lawyers  and  the  dentists  and  the  doctors  and  the  CPA's  have  enjoyed 
an  exemption,  a  bald,  I  am  sure  politically  motivated,  exemption. 

And  all  the  District's  action  this  time  would  do  is  to  write  them 
over.  Instead  of  being  an  inequitable  tax,  I  think  it  would  actually 
restore  equity  to  the  whole  taxing  scene. 

The  Chairman.  The  question  is,  shall  the  committee  disapprove  the 
District  of  Columbia  Revenue  Act  of  1975? 

All  those  who  are  in  favor  of  the  disapproval  of  the  Eevenue  Act 
will  signify  by  saying  aye,  all  those  opposed  will  signify  it  by  saying 
no. 

Mr.  Stuckey.  Now,  wait  a  minute,  Mr.  Chairman. 

Would  the  Chair  yield  for  an  explanation  there  ? 

Are  w^e  voting  on  the  Harsha  bill,  or  are  we  voting  on 

The  Chairman.  We  are  voting  on  the  disapproval  resolution. 
.  Mr.  Stucky.  ok.  But  I  think  it  was  worded 

Mr.  McKiNNEY.  Aye  is  for  Harsha,  no  is  against  Harsha. 

Mr.  Harsha.  Let  us  not  put  it  that  way. 
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The  CirAiBMAN-  The  Clerk  will  call  the  mil. 

The  Clerk.  Mr  Fraser. 

The  CiiAm5i/VN,  No,  by  proxy. 

The  Cleric,  Mr  Stuckey. 

Mr.  Stuckey.  Aye, 

The  Clerk.  Mr.  Dellums. 

Mr.  Dellums.  No. 

The  Clerk.  Mr  Rees. 

Mr.  Mazzoll  Mr.  Rees,  no,  by  proxy. 

The  Clerk.  Mr  Fauntroy. 

Mr.  Fauntroy  No. 

The  Clerk.  Mr.  Mann. 

Mr.  Mann.  No. 

The  Clerk.  Mr.  Mazzoli. 

Mr.  Mazzoll  Xix 

The  Clerk,  ^^r,  Harris* 

Mr.  Harris.  Aye. 

The  Clerk.  Mr.  Dan  Daniels. 

Mr.  Stuckey.  Votes  aye,  by  proxy. 

The  Clerk.  Mr.  Litton. 

Mr.  Litton.  No. 

The  Clerk.  Mrs.  Meyner. 

Mt^,  iV[!']YM::u.  No. 

The  Clerk.  Mr.  Nowak. 

Mr.  Nowak.  No. 

The  Clerk.  Mr.  Sharp. 

Mr.  Sharp.  No. 

The  Clerk.  Mr.  Florio. 

Mr.  Harris.  Aye,  by  proxy. 

The  l^LERK.  Mr.  Glide. 

Mr.  GuDE.  Aye, 

The  Clerk,  ilr.  Harsha. 

Mr.  Harstia.  Aye. 

The  Clerk.  Mr  McKinney. 

!Mr.  McKiNNET,  Pass. 

The  Clerk.  Mr.  Biester. 

Mr.  Biester.  No. 

Tlie  Clerk.  Mr.  Railsback. 

Mr.  GuDE.  Aye,  by  proxy. 

The  Clerk.  Mr.  Robert  Daniel. 

ilr.  Robert  Daniel.  Aye. 

The  Clerk.  Mr.  Whalen. 

Mr.  ^V^ALV:^.  Aye. 

The*  r.Kinv.  Mr/Diggs. 

The  Chairman.  No. 

Mr.  Mc  KrxKEv.  Mr.  Chairman,  I  will  change  to  no. 

The  Clerk.  Did  you  change  your  vote  to  no  T 

The  Chairman.  Yes. 

The  Clerk.  Mr.  Chairman,  on  that  vote,  the  ayes  were  nine,  the  nays 
were  13. 

The  Chairman.  And  the  resolution  of  disapproval  is  not  approTed, 
and  the  Chair  calls  for  adjournment. 

[Whereupon,  at  2  p.m.,  the  committee  was  adjourned.] 
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